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Management and Union Rights 
in Industrial Establishments 


Mitton DERBER 


Professor of Labor and Industrial Relations 


Institute of Labor and Industrial Relations, University of Illinois 


} DURING the past year major disputes in 


the steel, glass, meatpacking, newspaper, 
longshore, airline, and railroad indus- 
tries, among others, have dramatically 
focused public attention on the specific 
issues of work rules and practices and, 
underlying these, on the broader and 
more fundamental question of what 
rights unions and managements should 
exercise in the operation of an enter- 
prise. To the student of labor relations 
this is, of course, no new problem. In 
one form or another it has troubled the 
industrial scene since the earliest days 
of collective bargaining a century or 
more ago. 

The problem has both psychological 
and economic aspects. For the em- 
ployer there is first of all the question 


of freedom to make managerial deci- 


sions which he considers to be in the 
best interest of the enterprise. The 
shift from owner-management to pro- 
fessional management has also empha- 
sized the concept of a specific set of 
functions and duties for which manage- 
ment feels it must accept responsibility. 
Before unions came into the picture 


the American employer was tradition- 
ally free to run the enterprise as he saw 
fit, subject only to the pressures of the 
market. Unionism inevitably limited 
this freedom of action — first in such 
areas as wages, hours, apprenticeship, 
and discharge; later in methods of wage 
payment, the introduction of technolog- 
ical improvements, and safety condi- 


tions; sometimes in the types of 
materials to be used and the sources of 
purchase. Moreover, subsequent to 


union recognition came the further 
problem of whether to consult or nego- 
tiate with union representatives prior 
to initiating action or to insist on tak- 
ing actions subject to the union right 
to raise grievances. Not all employers 
resisted these encroachments on their 
former freedom because in highly com- 
petitive industries the union often 
played a valuable role in preventing 
cutthroat competition and _ stabilizing 
conditions. But most of them had to 
undergo a considerable period of strug- 
gle and pressure before they became 
reconciled to the idea of dealing with 
a union at all. 


[3] 
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A second reason for employer con- 
cern about limitations on his freedom 
to manage is economic. American in- 
dustry is extraordinarily dynamic. The 
pressure to innovate, to introduce new 
methods and new products, to try new 
materials and equipment — in order to 
win new customers and to hold old 
ones —is a powerful and unremitting 
force. Employers feel a need to make 
changes rapidly and flexibly whenever 
the occasion demands. Obstacles to 
such change are viewed as costly and 
uneconomic, as sources of inefficiency 
and hindrances to progress. Many of 
the current disputes are. over rules 
which employers now regard as obsolete 
or over procedures which slow down 
the decision-making process. 

Union leaders and members tend to 
view the problem in very different fash- 
ion. In contrast to the managers who 
have a primary interest in profitability 
and productive efficiency, the unionists 
regard their primary function as one 
of protecting and promoting the wel- 
fare of the workers. To them work 
rules are a device for the protection of 
workers against displacement from jobs, 
loss of income, loss of skill, speed-up 
of work, accident hazards, and the like. 
These rules are also viewed as a means 
of preventing employers from treating 
workers in an arbitrary and highhanded 
manner. Once they have achieved 
satisfactory work conditions, workers 
are likely to be a conservative force in 
industry. They do not relish changes 
in their customary ways of doing things. 
They do not like the idea of being laid 
off or transferred to other work or of 
having to learn new skills even though 
these may make for greater plant effi- 


ciency. Their immediate human con-| 
cerns are more important to them than’ 
arguments about productivity and prog- 
ress. Not that American unionists are’ 
hostile to the idea of progress. In com- 
parison with work groups in Britain and 
on the European continent, all the 
evidence is to the contrary. But they 
want safeguards and protective pro- 
cedures against change which is unduly 
upsetting. 

This concern with protective or re- 
strictive work rules has not ordinarily 
reflected a desire of unionists to become 
co-managers or co-determinists. There 
have been, and are, some union leaders’ 
who want equal or superior voice in 
managerial decision-making for purely 
ideological reasons or for personal 
power. But these are exceptional. Most 
union leaders have been content, except 
in the broad areas of wages, hours, and 
working conditions, to leave the initia- 
tive to management and to adopt the 
role of critic or watchdog. 

The recent disputes about which we 
have heard so much, as they relate to 
management and union rights as dis- 
tinct from the issue of inflation with 
which they are often intertwined, re- 
flect the difference in interests and 
perceptions outlined above. Some man- 
agements have wanted to draw a line; 
they have said to the unions: Beyond 
this stage we are not prepared to go; 
we have given up too much of our 
flexibility and initiative in management 
as it is. Other managements have in 
effect said: The unions have en- 
croached too far on our prerogatives; 
management must regain its earlier 
freedom to manage, must eliminate 
rules and practices which were accepted 


) 
t 


| without adequate consideration or have 
| become obsolete. And the unions have 
') responded: 
| back the clock, to take away or to re- 


You are trying to turn 


fuse safeguards for which we struggled 
long and bitterly. We are not against 
new technology and new ways of doing 
things, but such changes must be made 
without bringing hardship to our mem- 
bers. Furthermore, we will not agree 
to give management unilateral power 
to change rules and practices that have 
long existed, nor will we give up the 
right to achieve further safeguards if 
they seem necessary. The results of the 
steel and other disputes reveal that 
once such rules and procedures are 
established, they are not easily changed. 

It is important to recognize (1) that 
the extent to which unions have limited 
management freedom has varied enor- 
mously from industry to industry and 
even from plant to plant within the 
same industry and (2) that these rela- 
tionships have developed and_ been 
modified over long periods of time. 
The lines are by no means clear cut. 
In some industries, such as garments, 
printing, and construction, the unions 
have achieved functions which are far 
greater than in the large-scale mass 
production industries. In garments, for 
example, the union provides engineer- 
ing services to employers, regulates sub- 
contracting, imposes restrictions on 
plant relocation, and has participated 
in nationwide sales promotion cam- 
paigns. In construction the unions serve 
as the employment referral agencies, 
control or share responsibility for ap- 
prenticeship training, prohibit time 
study, and in effect regulate job assign- 
ments. In the more typical situation, 
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however, the union role is much more 
limited. 


The 1945 Labor-Management 
Conference 


An attempt to draw a line was made 
by management representatives at the 
conference convened by President Tru- 
man in 1945 to try to ease the transi- 
tion in labor relations from a wartime 
to a peacetime economy. One of the 
six major labor-management commit- 
tees at this conference was the Com- 
mittee on Management’s Right to 
Manage. It was charged with the task 
of formulating some guides to help 
minimize industrial disputes over “the 
inherent right and responsibilities of 
management to direct the operation of 
an enterprise.” The management rep- 
resentatives took the position that fail- 
ure to delimit the collective bargaining 
area would lead ultimately to joint 
management of the enterprise. They 
conceded that certain subjects, such as 
wages, hours, and working conditions, 
were within the domain of collective 
bargaining but insisted that others (a 
list of twenty including products to be 
manufactured, location of business, lay- 
out, and equipment and materials to 
be used) were exclusive management 
responsibilities. 

The management 
argued that, in order to ensure maxi- 
mum efficiency, management should be 
free to make certain decisions without 


spokesmen also 


prior union agreement although the 
union should have the right to chal- 
lenge the action subsequently through 
the grievance machinery. In this list 
were included items such as discharge 
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for cause, discipline, and the applica- 
tion of seniority provisions. 

This effort to draw specific bound- 
aries between management and union 
rights was bound to be opposed by the 
union representatives, since the histori- 
cal development of the problem had 
resulted in a wide diversity of rules, 
and in many industries the proposed 
boundaries had already been pierced. 
The conference quickly reached an im- 
passe on the proposal and no agreement 
materialized. 


Impact of Federal Legislation 


Since the passage of the Norris- 
LaGuardia Act of 1932 and particularly 
since the Wagner Act of 1935, the fed- 
eral government has played an increas- 
ingly important role in labor relations. 
In certain areas such as minimum 
wages and overtime pay, it has estab- 
lished specific substantive standards. 
For the most part, however, federal 
legislation has dealt with problems re- 
lating to the establishment and main- 
tenance of a union-management rela- 
tionship rather than to its content after 
collective bargaining has begun. Thus 
the employer is restrained from comit- 
ting certain “unfair” labor practices 
which might forestall union recognition 
or contribute to destruction of the 
union. And (under Taft-Hartley) the 
union is restrained from committing 
certain “unfair” labor practices which 
the Congress felt would give it an ex- 
cessive power over the employer or over 
individual employees. 

As regards the issue of management’s 
right to manage, the legislation is less 
precise, although it has affected prac- 


tice in many important respects. 
an unfair labor practice for either man- 
agement or union to refuse to bargain: 
collectively if the union represents a! 
majority of the employees in an appro-; 
priate bargaining unit; but to bargain! 
collectively is defined only in broad and 
general terms as follows: “the perform-: 
ance of the mutual obligation of the} 
employer and the representative of the: 
employees to meet at reasonable times; 
and confer in good faith with respect} 
to wages, hours, and other terms and! 
conditions of employment, or the nego-: 
tiation of an agreement, or any question | 
arising thereunder, and the execution! 
of a written contract incorporating any’ 
agreement reached if requested by: 
either party, but such obligation does} 
not compel either party to agree to a. 
proposal or require the making of a. 
concession” (Section 8(d) of the Taft-. 
Hartley Act). The meaning of this’ 
language is determined by the National 
Labor Relations Board and the federal 
courts... Their decisions, which have 
become the basis of action for num- 
erous employers and unions, have 
tended to give fairly broad latitude to 
the words “terms and conditions of em- 
ployment,” including, for example, re- 
tirement plans, employee stock purchase 
plans, welfare plans, Christmas bonuses, 
merit increases, and the price of meals 
in company cafeterias. However, no 
clear lines have been drawn as to the 
issues on which bargaining is manda- 
tory; and the parties are free to reach 
voluntary agreements on any subject 
except a few specifically made illegal, 

"For a good brief analysis, see Walter L. 
Daykin, “The Legal Status of Collective 


Bargaining,’ Labor Law Journal, Vol. 10, 
No. 1 (January, 1959), pp. 11-17 and 50. 


such as the closed shop or the hot cargo. 
clause. 


ILIR Studies of the Problem: 


In 1955-56 the Institute of Labor 
and Industrial Relations at the Univer- 
sity of Illinois conducted a survey of 
union-management relations at some 
fifty of the larger establishments (mostly 
engaged in manufacturing) in three 
localities in Illinois — Decatur, East St. 
Louis, and the Carbondale-Herrin 
area.” Part of this survey was devoted 
“to the scope and depth of union par- 
ticipation in the decision-making proc- 
ess of the establishment. Although the 
sample cannot be treated as representa- 
tive of all of American industry, the 
findings probably give a pretty fair pic- 
ture of the situation in a considerable 
proportion of manufacturing establish- 
ments. Space limitations permit only a 
brief summary here. 

(1) The extent to which unions had 
penetrated the “managerial domain” 
varied considerably from establishment 
to establishment, although about half of 
the establishments experienced approxi- 
mately the same amount of penetration, 
with a quarter below and another 
quarter above. 

(2) In general the unions focused 
their efforts on practices directly re- 
lated to the job territory and not on 
financial, sales, or technical engineering 
matters which may have an indirect 
impact on jobs. Of the twenty topics 
which the management representatives 
at the President’s 1945 Conference 
placed in the exclusive management 


7M. Derber, W. E. Chalmers, and R. 
Stagner, The Local Union-Management Re- 
lationship (Champaign: University of IIli- 
nois, 1960). 


category, only four were widely sub- 
ject to union influence. These were the 
number of employees on a job or ma- 
chine, the determination of job con- 
tent, the level or quality of work 
performance, and the assignment of 
new employees — all closely tied to the 
work situation. In slightly less than 20 
percent of the establishments, the union 
also had a voice on contracting work 
out and the number of shifts. 

(3) About one-third of the unions 
seemed to be satisfied with the extent 
of their participation in decision-making 
but the other two-thirds wanted to ex- 
tend their influence. The major areas 
into which they wished to expand 
included scheduling of operations, con- 
tracting work out, selection of new em- 
ployees, and promotion to supervisory 
positions. 

(4) In those areas where manage- 
ment is often concerned to have initia- 
tive in taking action although recog- 
nizing the right of the union to raise 
grievances if dissatisfied with the action, 
the picture was mixed. On the making 
of time studies, management almost 
always made the initial decision while 
the union acted as griever. Where sig- 
nificant technological changes were in- 
volved, however, in about two-thirds 
of the cases the management was ex- 
pected to inform or consult with the 
union prior to taking action, although 
a prior agreement was not required. 
Prior consultation was also the rule in 
most of the establishments on the mak- 
ing of safety rules and in discharge 
situations. 

(5) The majority of managers inter- 
viewed were not particularly disturbed 
over the roles played by their unions 
although they were inclined to resist 


any further incursions. On the general 
question of union impingement on man- 
agement authority, almost 20 percent 
stated that the union was no problem 
and two-thirds stated that the union 
interfered a little but not seriously. On 
the specific items of production and dis- 
cipline, about two-fifths of the man- 
agers felt that the union sometimes 
interfered although fewer than 10 per- 
cent perceived the interference as 
serious. 

(6) Our over-all conclusion was that 
unions had won some further voice in 
the decision-making sphere since World 
War II and that the concept of the 
“managerial domain” is a flexible and 
changing one. This does not mean, 
however, that the trend is pointing 
inevitably to copartnership or joint 
management of the enterprise, as man- 
agement spokesmen feared in 1945. 
Historically, the union has focused on 
the job territory, not on the managerial 
function as such. The crucial decisions 
of what, how much, where, and how to 
produce have largely been reserved to 
management. This survey indicates 
that the basic focus has not been 
altered. 

In 1959 we conducted another sur- 
vey similar to the one in 1955-56, re- 
turning to 37 of the establishments in 
the sample. A preliminary examination 
of the data indicates no significant al- 
teration in the picture presented here. 
In a number of establishments manage- 
ment has attempted to regain some of 
the ground which it had given up in 
recent years. In a few cases these efforts 
have met with some success — partic- 
ularly during the 1958 recession period. 
Most managements, however, have been 
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content to try to preserve the statu 
quo on union participation and a fe 
have made limited additional conces 
sions. 


Reasons for Variation in Union 
Participation 


It may be interesting to consider why 
it is that relationships vary from plant 
to plant in respect to the distribution 
of management and union rights and 
functions. Professor L. Reed Tripp of 
the University of Wisconsin, in a highly 
perceptive article,* suggests that the 
answer depends on a whole series a 
checks and counterbalances, including 
the relative bargaining power of the 
parties, the degree of union preoccupa- 
tion with its basic job interest, the 
philosophy of management, and public 
opinion. In our Illinois studies, we ex- 
amined the correlations between union 
voice and five separate factors — the 
type or quality of union-management 
relationship, the community environ- 
ment, the nature of the industry, the 
duration of bargaining experience, and 
the collective bargaining structure. The 
results are obviously only tentative in 
view of the limited size of the sample 
and the limited time span. We found 
evidence that the type of relationship 
the community environment, and tc 
some extent, the nature of the industry 
were related to the extent and depth 
of union voice. Duration of bargaining 
experience and collective bargaining 
structure were less clearly related. 

The connection between union voic« 


*“The Union’s Role in Industry —It 
Extent and Limits,” in Industrial Relation 
Research Association, Interpreting the Labo 
Movement (Champaign: Twin City Print 
ing Company, 1952), pp. 89-109. 


and the quality of the union-manage-. 


‘ment relationship proved particularly 
revealing because it was not a simple 
one-to-one connection. In other words, 
more or less union voice was not directly 
tied to more or less harmony in the 
relationship. For example, the two 
clusters of cases with the highest de- 
gree of union participation were ex- 
tremely different in degree of pressure 
and attitudinal climate. In one cluster 
the pressure level was high and so 
was the level of management hostility to 
the union. In the other cluster the 
attitudinal climate was friendly and free 
of strife. Pretty clearly the management 
' norms or standards on the role of the 
union in the establishment differed sub- 
stantially. Other clusters indicated that 
similar differences existed among unions 
'— some were apparently satisfied with a 
relatively limited role in decision- 
making; others wanted more involve- 


ment. 

The literature contains a good deal 
of evidence in support of this finding. 
On the one hand, there are employers 
who believe in continuous and detailed 
consultation and collaboration with em- 
ployee representatives in the interest 
of a more democratic plant society. On 
the other hand, there are employers 
who believe that management has an 
obligation to determine what is in the 
best interest of the enterprise, includ- 
ing the shareholders, employees, and 
customers, and then to see that these 
matters are put into effect expeditiously 
and fairly. Some unionists are anxious 
to be consulted before management 
takes important actions. Others avoid 
such consultations so that they can feel 
free to criticize management in the 
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event their members object to the 
actions. 

Both the historical record and our 
contemporary surveys lead to four con- 
clusions: (1) the problem of manage- 
ment and union rights in industry will 
continue to be a source of friction and 
conflict for a long time, in part because 
it poses issues of status, function, power, 
and prestige but also because it involves 
the as yet unresolved questions of who 
shall bear the cost of social change and 
how these costs shall be allocated; 
(2) the problem will be intensified as 
industrial organizations become more 
complex and as the rate of technologi- 
cal innovation increases, making exist- 
ing rules out of date or unsuitable — 
unless we apply a higher degree of 
imagination than we have displayed 
recently; (3) the complexities of indus- 
trial life make a simple answer unlikely 
—the drive to establish fixed limits is 
both unrealistic and unwise; and (4) the 
type of relationship which is established 
in any enterprise is, in large measure, 
within the control of the management 
and union leaders involved. This is 
particularly true of the issues involved 
in this discussion. 

In its broadest terms, the issue con- 
fronting American society is this: What 
forms of democratic participation at 
the work place are most compatible 
with the economic function of the en- 
terprise to provide a steadily increasing 
amount of quality goods and services at 
a price which the mass of consumers 
can afford? We in the United States 
have rejected unrestricted authoritar- 
ianism of management because it is 
repugnant to our conception of a free 
society. We have evidenced equally little 


enthusiasm for worker control of the 
work place both because we doubt its 
efficiency and because it runs counter to 
our ideas about capitalism and private 
property. We are opposed to total gov- 
ernmental control because we dislike 
and fear excessive centralization of 
authority. 

Within these extremes, however, a 
wide variety of possible arrangements 
can and does exist. These arrangements 
differ in terms of (1) the number and 
kinds of issues which are subject to 
joint decision-making and (2) the pro- 
cedures which are followed in the day- 
to-day operation of the enterprise. By 
and large, American unions have con- 
centrated their attention on 
closely related to the “job territory” 
and have been content to exercise a 
watchdog function rather than seek a 
co-management responsibility in the ad- 
ministrative process. Interest in extend- 
ing union participation into such 
spheres as price-setting and plant loca- 
tion undoubtedly exists in some union 
quarters; but a general widening of the 
scope of union participation is not likely 
in the foreseeable future. In the first 
place, the unions are not philosophically 
motivated in this direction. Moreover, 
they are hardpressed to maintain their 
present positions in the face of rapid 
technological and industrial change and 
the stiffening attitude of managements 
against further concessions. Nor are the 
unions likely to gain any additional 
consultative or determinative functions 
in the immediate future — the pres- 
sures are all to the contrary. 

Resurgence of a managerial ‘“‘will to 
lead” after nearly two decades of union 
initiative and advance is a not-surprising 


issues 
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accompaniment to a managerial process} 
which has swept industry to unprece-} 
dented levels of productivity and 
promises even more revolutionary de- , 
velopments in the future. Achievement 
nourishes confidence. And when the} 
opposition is weakened by internal fric-} 
tions (e.g., the building trades-industrial}} 
union conflict) and by external criti-4) 
cism (e.g., the McClellan Committee} 
hearings and reports), the confidence is: 
compounded. | 
On the other hand, the swing in the |} 
pendulum of bargaining power in man- |} 
agement’s favor is not likely to lead to} 
significant changes in established pat-} 
terns of decision-making within indus- | 
try. The collective bargaining process} 
is too firmly ingrained in our legal,, 
political, and economic framework. 
Small and subtle changes making for 
more or less flexibility in procedures and | 
rules are possible and indeed likely. 
But a_ substantial alteration would 
necessitate drastic political and eco- | 
nomic shifts which do not appear im- 
minent. Short of some major domestic 
or international crisis, we can expect 
union-management relations to fluctu- 
ate within rather narrow limits for some | 
years to come. 
Much of the current conflict in in- 
dustrial relations arises from compara- | 
tively small rigidities in work rules and | 
customs which cumulatively may ac- | 
quire considerable economic  signifi-_ 
cance. (With a few notable exceptions, 
management today encounters little 
union opposition to major innovations 
that are best implemented through the 
creation of new plants or facilities.) 
The logic of efficient management calls 
for a high level of initiative and flexi- 


bility in making decisions on change. 


~ Restrictions on work assignments, work 
flow, and size of work groups are par- 


ticularly annoying to management. But 
the logic of effective unionization (or 
any other form of worker organization) 
resists the idea that the economic as 


well as the adaptive burden of indus- 


trial change shall be borne by the work- 


-ers through unemployment or down- 


grading. The unionist would prefer to 
let the consumer bear the brunt of the 
economic cost while he tries to mini- 
mize the job problems of adaptation to 
change. Can these logics be reconciled 


through the process of accommodation 


without major conflict? 

In an atmosphere clouded by fears, 
mistrusts, inadequate communication, 
weak leadership, or the lust for power, 
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conflicts are inevitable. Even where 
these factors are minimal, the conse- 
quences of economic competition may 
impose serious complications. There 
are, however, numerous cases to demon- 
strate the feasibility of successful accom- 
modation under democratic conditions 
through hard bargaining, a willingness 
to explore a variety of possible answers 
to a problem, and imagination to de- 
vise new, realistic bases for agreement. 
This type of accommodation may not 
yield maximum theoretical economic 
efficiency, but the measure of modern 
American enterprise is more than eco- 
nomic and if we can combine high 
levels of economic performance with a 
substantial degree of creative group 
participation at the work place, we can 
be quite content. 
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The Allocation of Highway Costs 
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THE PROBLEM of whether highway 
users as a whole or specific user groups 
(such as trucks, private autos, or buses) 
pay their “fair share” of the construc- 
tion, maintenance, and administrative 
costs of highways is a crucial one from 
the point of view of an efficient allo- 
cation of economic resources. It affects 
resource allocation for society as a 
whole and more specifically it affects 
the allocation of traffic among the 
various media of transportation. For 
society as a whole if highway benefi- 
ciaries pay less than their fair share, the 
increased demand results in an excessive 
amount of resources devoted to high- 
way construction, assuming public high- 
way expenditures tend to parallel de- 
mand. In short, such resources would 
have yielded greater social benefits else- 
where. Conversely, if highway benefi- 
ciaries pay more than their fair share, 
resources will not be optimally allo- 
cated and highway construction will be 
relatively deficient. In allocating traffic 
among transport media, if highway 
users pay less than their fair share, 
there will be a relative overexpansion 
of highway transportation at the ex- 
pense of other media and conversely if 
such users pay more than their fair 


share. In short, both within and with- 
out the transportation field serious 
problems of misallocation occur. Nor 
is the amount of potential misallocation 
insignificant. Resources devoted to 
transportation run to at least $200 bil- 
lion? and income originating in trans- 
portation is between 5 percent and 8 
percent of national income. If we are 
concerned about an efficient allocation 
of resources and economic progress 
there is probably no single area more 
significant than that of transportation, 
especially when one considers the sub- 
stantial external economies accruing 
from increased transport efficiency. 
Thus highway development and financ- 
ing becomes a vital issue, both for eco- 
nomic welfare and progress and for 
national defense. 


I. 


There are fundamentally two issues 
here and two major bases for deciding 
them. The first issue involves when, 
where, and how much new highway 

See Dudley F. Pegrum, “Investment in 
the Railroad and Other Transportation In- 
dustries Under Regulation,’ American Eco- 


nomic Review, Vol. 47, No. 2 (May, 1957), 
pp. 420-26. 
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construction to undertake and the sec- 
ond involves how to allocate costs of 
existing highway facilities among the 
various users or beneficiaries. 

The first problem is simply one of 
capital expansion, but since highways 
are not expanded through the imper- 
sonal mechanism of a free market, a 
specific decision on when, where, and 
how much new construction should be 
undertaken is involved. There are two 
bases upon which to make this decision; 
one is political and the other economic. 
A political decision considers highway 
development as simply one facet of gen- 
eral public finance modified by political 
pressures. Thus, if the funds are avail- 
able from current or higher tax rates, 
the political authority may decide to 
spend them. If it feels that more votes 
or public sympathy would be secured 
if a new highway were constructed 
than if a school or hospital were built 
or civil service salaries raised, the high- 
way will be constructed. It is evident 
that problems of economic allocation 
are largely ignored on this basis, and 
in the extreme, highway development 
becomes simply a political football. 

The economic criterion would seek to 
balance the social benefits from high- 
way construction against the cost and 
alternative benefits from some alterna- 
tive expenditure. If it is calculated that 
the excess of benefits over cost is great- 
est in highway expansion or improve- 
ment, the money will be spent on high- 
ways. The major difficulty here is that 
the benefits of such social expenditure 
are extremely difficult to quantify. They 
consist of elements of safety, speed, na- 
tional defense, efficiency, and greater 
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accessibility to certain regions.? This. 

hodgepodge defies summation in a | 
single figure to place alongside the cost. 
However, despite this pragmatic diffi- 
culty, a careful consideration of relative 


benefits vis-a-vis costs seems distinctly 
preferable to a purely political deter- 
mination and would at least require 
more thought for efficient resource allo- 


cation. The desire of an existing ad- |} 
ministration to stay in office may not 


lead to public expenditures which ap- 
proximate optimum allocation. Nor 


does the foregoing necessarily imply 
that economic efficiency is the sole crite-) . 
rion of public investment expenditures, © 


for such expenditures are necessarily 
constrained by budgetary size, which 
itself may reflect sensible noneconomic 
policy. As Steiner has suggested, “the 
size of the budgets that are restraining 
leaves economic efficiency in a relatively 


secondary role. Within the limits im-— 
efficiency seems the sensible | 


posed, 


criterion.”’? 


II. 


This problem is, of course, serious 
enough, but of perhaps greater com- 
plexity is the allocation of the annual 
maintenance, operation, and amortized 
capital costs of existing highway facili- 


* “Benefits” as used here involve any ex- 
ternal economies which may accrue. See, 
for example, William Fellner, Trends and 
Cycles in Economic Activity (New York: 
Henry Holt, 1956), p. 343, and Hansen’s 
review of Fellner’s work in Review of Eco- 
nomics and Statistics, Vol. 39, No. 2 (May, 
1957) pel 2: 

*P. O. Steiner, “Choosing Among Alter- 
native Public Investments in the Water Re- 
source Field,’ American Economic Review, 
Vol. 49, No. 5 (December, 1959), p. 897. 


| 
| 
| 
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ties. Again, this could be (and for a 
great many years has been) decided on 
political grounds as an adjunct of pub- 
lic finance. Criticisms similar to those 
above apply to this political approach, 
and indeed, as the Eastern Railroad 
Presidents case* indicates, the nature of 
the political pressures often becomes 
most insidious. Thus, we again prefer 
the economic criterion for ascertaining 
the “fair share” of such annual high- 
way costs of the various beneficiaries. 
The term “fair share” in economics 
usually refers to costs. That is, if it 
could be ascertained that trucks occa- 
sion x percent of annual highway costs 
(in real terms), the aim of the eco- 
nomic criterion would be to collect 
from trucks an amount equal to x per- 
cent of these annual costs. 
it is generally agreed that annual high- 
way maintenance costs are primarily 
a function of the weather, especially in 
northern states, rather than of wear and 
tear occasioned by highway users. Like- 
wise, the annual operating (or adminis- 
trative) costs significantly 
affected by relative use and the annual 
capital costs are often more closely re- 
lated to type of vehicle or simply 
amortized on a_ straight-line basis. 
Although it is possible, via the incre- 
mental method, to allocate part of the 
annual capital costs roughly in relation 
to the vehicle or axle weights for which 
the highway was constructed, this also 
presents numerous difficulties. Thus the 
cost criterion (referring to cost occa- 
sioned by use) is largely inapplicable 


However, 


are not 


4 Noerr Motor Freight, Inc., et al. v. East- 
ern Railroad Presidents Conference et al., 


155 F.Supp. 768. 
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so far as the allocation problem is 
concerned. 

But the problem remains that we 
must collect an amount equivalent to 
the real annual highway costs if we are 
serious about allocating resources effi- 
ciently. We could always, of course, 
pay for the highways from general tax 
receipts but this has numerous alloca- 
tive shortcomings and puts non-highway 
transportation at a competitive dis- 
advantage, as the railroads constantly 
allege. If the cost criterion is inappli- 
cable, we must then turn to a value-of- 
service principle to allocate the expenses 
equitably among the various benefi- 
ciaries. This is a venerable and justi- 
fiable principle for railway rate-making 
and since highways largely represent 
sunk costs, the principle is likewise jus- 
tifiable in this area — that is, value-of- 
service pricing is an equitable way of 
allocating the fixed charges. 

Who are the beneficiaries from the 
existence of highway facilities? It is 
customary to divide the beneficiaries 
(those to whom the “service has 
value”) into two broad categories, 
users and nonusers, and subdivide the 
former into private passenger cars, 
buses, lightweight trucks, and heavy 
trucks (a finer breakdown by weight 
categories is, of course, possible and 
customary). The nonuser category pre- 
sents more difficulty in the split-up 
among beneficiaries, but property 
owners directly served by highway or 
road facilities clearly receive a benefit 
much in excess of their use of such 
facilities. National defense considera- 
tions are also relevant and to the extent 
that highways benefit the national de- 
fense or are constructed in part with a 


16 CURRENT ECONOMIC COMMENT 


view to military potential, the Depart- 
ment of Defense might well be called 
upon to pay a portion of the bill over 
and above the user taxes paid by mili- 
tary vehicles. More controversial is the 
inclusion of “the general public” as a 
beneficiary which should pay a portion 
of highway costs. It is clear that. any- 
thing that benefits society at large also 
benefits the general public. Why should 
we, then, make a specific and separate 
charge to this group for highway bene- 
fits received any more than we should 
charge it with benefits received from, 
say, lower steel prices? The distinction 
between these two cases seems to be not 
absolute but qualitative or relative. 
That is, highways are public facilities 
constructed oftentimes for broad social 
benefits which tend to be much more 
widely distributed than the benefits of 
steel production. Even though steel (or 
other private) production also renders 
a social service, its rationale is not so 
uniquely bound up with the public 
interest. Indeed, under the capitalistic 
ethic, private profit is the initial stimu- 
lus to private production. It is, of 
course, hoped that the pursuit of pri- 
vate profit will coalesce with the public 
interest through the force of competi- 
tive pressures, but it is clear that the 
connection between the public interest 
and private production is more‘indirect 
than in the case of highway expendi- 
ture. Furthermore, some street and 
highway facilities would be required 
even if there were no private vehicles 
in existence. This is amply demon- 
strated in the Federal Coordinator’s 
Study® and need not be repeated here. 


° Public Aids to Transportation, Vol. 4 


(Washington: Government Printing Office, 
1940). 


._present arrangements, 


| 
Thus we may legitimately charge the 
general public for a portion of highway 
costs in excess of user charges.® 

Now the railroad industry may well 
complain that many of its facilities bene-- 
fit both the general public and the na-! 
tional defense. Indeed, the requirement} 
to continue highly unprofitable pas-: 
senger service in many areas involving; 


an out-of-pocket loss is clearly in the: 
same category as highway facilities ini 
terms of the relationship to the public }} 
It could therefore be argued, , 
on the same grounds as those just given; 
for highways, that the general publi¢: 
should be assessed for all or some pro-. 
portion of the out-of-pocket loss. This; 
is undoubtedly sound and it can. 
scarcely be denied that the railways are} 
required to perform many noneconomic 
functions for which they are not, under. 
adequately re- 
imbursed. But to argue that this un- 
economic situation for the railways 
should be perpetuated and extended to 
highway finance is a most backhanded 
and illogical solution. If problems oc- 
cur in one sector of the economy, the 
solution is not to impose similar uneco- | 
nomic arrangements in other sectors; 
rather the solution is to modify the 
arrangements in the affected sector. 
Thus while there is merit to the rail- | 
ways complaint of inadequate remuner- | 
ation for some of the services provided, 
there is no merit in extending similar | 


interest. 


°Mr. Hale has missed the essential dif-_ 
ference between private and public expendi- 
tures in his article “Motor Carrier Taxa- | 
tion,” Vanderbilt Law Review, Vol. 11, No. 
4 (October, 1958), pp. 1085-86. Further- 
more, it is clearly wrong to assert that the 
“sole purpose of highways ... is to serve | 
motor vehicle traffic...” as he does (p. | 
1087). . 
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difficulties to highways; hence the rail 
- proposal to charge all the highway costs 
to users and none to the nonuser bene- 
ficiaries should be rejected. 


Ii. 


Various user and nonuser benefici- 


aries have been indicated. The prob- — 


lem of allocating the costs among them 
remains. Let us examine what this 
involves. 
To simplify, assume the annual main- 
tenance, operation, administration, and 
‘depreciation cost for any given highway 
system (local, state, or nation) is deter- 
mined to be $x million. Part of this 
determination must, of course, be arbi- 
trary so far as depreciation is con- 
cerned, and of course, maintenance and 
repair expenditures can be deferred to 
some extent. However, these problems 
can be resolved on fairly reasonable 
grounds and do not present insuperable 
difficulties. These annual aggregate ex- 
penditures should be split up among 
city streets ($A), county and township 
roads ($B), and main intercity high- 
ways ($C) sothatA+B+t+C=x. A 
finer split-up may readily be made, but 
for purposes of simplicity let us stick 
to three main road types. As indicated 
later, the purpose of such a split-up is 
to acknowledge the different degrees of 
benefit received by the various bene- 
ficiaries from the several road types. 
Assume now that the costs (A, B, and 
C) are assigned to users and nonusers 
on the basis of n percent assigned to 
nonusers and m percent assigned to 
users (m+n=100 percent). The 
proportions m and n will differ depend- 
ing upon the type of road under con- 
sideration. For example, nonusers prob- 


ably receive greater relative benefit 
from city streets than from intercity 
highways. Thus, the first assignment 
must determine the relative percentages 
of m and nas they pertain to the differ- 
ent roads. Algebraically, the assignment 
would be as follows: 

$x) = 7A Gngs-on,) 46 BiGmy* + ng) 

aCe FP ne): 

In every case the comparable m’s 
and n’s = 100 percent. The user 
charges now need to be assigned to 
various user groups. Let us assume 
three main user groups — passenger 
cars, buses, and trucks — with the per- 
centage of costs assigned to each repre- 
sented by d, e, and f, respectively, so 
that d+e-+ f= 100 percent. Simi- 
larly, let us distinguish three main non- 
user beneficiaries — national defense, 
property owners, and the general public 
—with the percentage of costs assigned 
to each represented by g, h, and i, 
respectively, so that g +h+i= 100 
percent. 

Combining these we have the com- 
plete highway allocation model as fol- 
lows: 


$x=A [ma(dateatfa)+na(gat+hatia)|+ 
B [mp (dp+er+fe) +np(go+hy+ir) | ai 
C [me(detec+fe) +1e(ge+hetic)]. 


A much finer split-up among user and 
nonuser beneficiaries is possible (and 
indeed desirable) , but this illustrates the 
basic nature of the allocation problem. 
That is, we must determine the ap- 
propriate percentages to assign to the 
various m’s, n’s, d’s, e’s, f’s, g’s, h’s, and 
i’s. But what criteria do we have for 
determining these percentages? Let us 
examine first the split-up between users 
and nonusers (the m’s and n’s) gener- 
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ally and then proceed to the more de- 
tailed breakdown. 


IV. 


Agreement to impose nonuser charges 
is, of course, only the beginning of the 
problem, for unless we can come up 
with reasonable percentages we are still 
pretty much at sea. The magnitude of 
the problem is revealed by the fact that 
fourteen investigations arrived at the 
following ranges of cost responsibility 
assigned to nonusers: for city streets, 
the percentages assigned varied from a 
low of 27 percent to a high of 85 per- 
cent; for secondary and local roads, the 
assigned percentages ranged from about 
10 percent to 90 percent; for primary 
highways, the high and low percentages 
were zero to 20 percent.” Such extreme 
variations clearly indicate that objec- 
tive criteria are almost totally lacking 
in the allocation between users and 
nonusers. All that seems to be estab- 
lished is that the nonuser contribution 
should decrease as one moves from city 
streets through local and county roads 
to primary highways (ie. that n, > np 
>n,.). Beyond this there is no con- 
sensus. 

Of almost equivalent difficulty is the 
split-up among the various nonusers. It 
is possible a priori to obtain a reason- 
able assessment of the proper military 
share by planning road construction in- 
dependently of the military, then going 
to the defense authorities for any 
needed modifications, the cost of which 
would come entirely out of defense 


"Data taken from C. A. Taff, Commercial 
Motor Transportation, rev. ed. (Homewood, 
Ill.: Richard D. Irwin, 1955), Table 3-2, 
p. 64. 


iW 
\ t 


funds. For property owners, it would |} 
be possible to assess the cost of a basic ff 
access road. As Meyer and his co- |i 
authors argue, “in areas of average | 


population density this road usually i 
would be at least a two-lane construc- |} 
tion about eighteen feet wide with 
three-foot shoulders. . 
greater population density a low-type |} 
bituminous . . . might be needed, while 
in areas of extremely low population 
density nothing more than a farm road |} 
consisting of two ruts cut through the. 
dirt might be wanted.”® Clearly, in 
terms of relative benefits, access roads | 


. . In- areas ok 


confer more benefits to property owners | 
than is evident from their relative use | 
by such owners. This is the essential. 
logic behind assessment of total costs of | 
basic access roads to property owners. 
That this assessment would not be very | 
objective is obvious. | 
The contribution by the general pub- 
lic is even more subjective. Yet as the | 
Federal Coordinator pointed out, “the 
use of streets and highways by motor- 
ized fire and police departments and 
public ambulances and by other motor 
vehicles used in carrying on the general 
functions of Government is also to be © 
distinguished from their use by the | 
motoring public or commercial oper- 
ators.” In short, even with no private 
vehicles in existence at all, some kind 
of road system would be essential for 
provision of basic public services. To | 
this extent, the general public is bene- 


* John R. Meyer and others, The Eco- | 
nomics of Competition in the Transportation 
Industries (Cambridge: Harvard University | 
Press, 1959); p. 71: f 

* Public Aids to Transportation, op. cit., 
Palos 


ited and should pay whatever costs are 


involved. 

_ All of the foregoing require a host of 

Be sentially arbitrary decisions and are 

"excessively subjective. They are sub- 
jects upon which honest men can, and 
will, honestly differ. Yet until we ob- 

'tain some reasonable consensus of 


opinion on these issues, various pressure 


_ groups such as the Association of Amer- 
| ican Railroads and the American 
Trucking Associations will come to 
: widely different conclusions concerning 
whether particular user or nonuser 
groups are paying their “fair share” 
and we will continue to get more heat 
than light. 
It has frequently been alleged that 
the allocation among users is more 
“scientific” and “objective” than among 
nonusers, but there exists a variety of 
techniques for making the assignment 
of cost responsibility or benefits re- 
ceived and, as yet, there is no scientific 
basis for choosing among them. The 
incremental (or cost-occasioned) 
method commends itself to economists 
as most closely approximating marginal- 
cost pricing. But even with this method, 
there are enormous difficulties in de- 
ciding on appropriate size and weight 
classifications against which to assign 
the incremental costs. Even if this 
could be done objectively, there are 
several problems remaining. Should the 
cost of the basic road be allocated to 
all vehicle classes or only the smallest 
class? Meyer et al. conclude that none 
of the “initial incremental costs [should] 
be assessed against the heavy vehicles.”*° 
This is unlike the usual procedure of 
allocating the basic road costs to all 


Op. cit., p. 71. 
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vehicle classes and is based upon the 
assumption that heavier vehicles repre- 
sent “by-product” traffic. This gets 
around some difficulties but raises 
others since many costs, such as grading 
and clearing, are essentially common 
and should not be borne entirely by the 
minimum-size class. Furthermore, the 
assumption that truck transport is a by- 
product will scarcely find unanimous 
acceptance. But if we adopt the more 
usual practice and allocate basic road 
costs among all vehicles, we run into 
the problem of what constitutes the 
proper conception of output units.1? Do 
we use vehicle miles, number of ve- 
hicles, ton-miles, axle miles, or tons per 
axle mile to distribute the costs? These 
are also points over which honest men 
may differ and hence get vastly differ- 
ent results. 

Again, assume that some highways 
are not constructed to handle the 
legally permissible loads. It is unques- 
tionable that heavy vehicles will then 
cause substantial wear and tear. Yet if 
the states permit such vehicles to use 
highways which are inadequate for such 
weights, this would seem to be more a 
state than a vehicle-operator responsi- 
bility. If so, then it scarcely seems fair 
to assign all of such added costs of 
maintenance to heavy vehicles. With 
adequately built highways, little addi- 
tional wear and tear is caused by 
heavier vehicles. 

The upshot of this discussion is that 
there is as yet no objective basis for 


“J have discussed some of the complexity 
of output units in “On the Output Unit in 
Transportation,’ Land Economics, Vol. 35, 
No. 3 (August, 1959), pp. 266-76. In the 
present context it is evident that even 
greater complications may emerge. 


assigning reasonable percentages or 
figures to the unknowns in the highway 
allocation model developed in this 
paper. As a consequence, it is impos- 
sible to make anything more than a hit- 
or-miss, pseudoscientific assessment of 
cost responsibility. The unfortunate as- 
pect is that various groups can, and do, 
leap to conclusions based upon exces- 
sively shaky assumptions in attempts to 
influence legislation. Perhaps we can 
never get agreement among the inter- 
ested parties, but we should at least 
make more serious efforts in this direc- 
tion. In the final analysis, however, 
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many of the assumptions will remain 
subjective and optimum allocation will 
be achieved only by accident. Never- 
theless, if attention were to be focused 
on the key problems (i.e. getting reas-: 
onable bases for making the necessary 
assignments), some progress could be 
made. This would be a far better pro- 
cedure than having the various groups 
conclude that trucks do or do not pay 
their fair share without examining the? 
reasonableness of the assumptions made? 
to obtain the conclusions, or as is usu-: 
ally the case, without even examining; 
the assumptions themselves. 


t 
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| WILL AVERAGE LIFETIME, 
' creased so rapidly in the first half of 
this century in the United States, con- 
| tinue to lengthen? Apparently the Cen- 
' sus of Population of 1960 coupled with 
| the death statistics of 1959-61 will in- 
dicate clearly that we have come to 
' the end of a glorious period of rapid 
| increase in the average length of life. 


The Plateau in Life Expectancy* 


FRANK G. DICKINSON 


Research Staff, National Bureau of Economic Research 


which 


in- 


The forthcoming statistics will likely 
show that expectation of life at birth 


in the United States in 1960 was about 


70.0 years, possibly 70.2 years, an in- 
crease of only 1.8 or 2.0 years above 
the level of 1950. In the previous half- 


century the gain was 21 years, better 


than 4 years a decade. (The changing 


age structure of the population is a 


separate subject.) 


If the 1950’s had been devoid of 
medical progress, this gain of only two 
years during the decade might not seem 
so indicative. But during the present 


decade we have had remarkable im- 


provements in medical care, particularly 
in surgery and diagnosis. 

The forthcoming statistics on length 
of life will also probably indicate that 


* Some of these materials were included in 
a paper for the Tenth Annual Meeting of 
the Conference of Actuaries in Public 
Practice. 


if we could miraculously have no deaths 
in the United States among persons 
under 45 years of age, the expectation 
of life at birth would accordingly be 
increased by only four years. We have 
truly come to the end of an era, and 
future prospects need to be examined 
with great care. Perhaps there is no 
better way to look at this future than 
to think of the Biblical three score years 
and ten as a gently rising plateau of 
length of life. 

One already reads disturbing reports 
of slight increases in infant mortality. 
In the last two years the rate has risen 
slightly from 2.6 percent to 2.7 percent. 
The reduction of infant mortality rates 
from over 15 percent to about 2.5 per- 
cent is one of the great triumphs of the 
twentieth century and the cornerstone 
of the 21-year increase in length of life. 
The problem seems to be to keep it at 
that level and to prevent it from rising. 
It is perhaps reasonable to expect that 
the rate will be lowered irregularly to 
2 percent and in the distant future to 
1.5 percent. Maternal mortality is ap- 
parently stabilized at the very low level 


of .04 percent. Certainly there is little 


*The implications of atomic warfare will 
be excluded herein because they are pres- 
ently beyond measurement. 
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1. Three Measures of Health Progress in the United States 
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hope for increasing the average length 
of life by reducing mortality among 
infants. Chart 1 shows the two mor- 
tality rates and the curve of the expec- 
tation of life at birth which is flattening 
out as it approachs 70 years. 


Lesser Gains to be Expected 
The record itself is emphatic: 


Expectation of ° Decade 
life at birth 


increases 

(years ) (years ) 
OO kl ease eae alee 47.3 07 
ROOK, eee tert? T16 50.0 4] 
BOD Soe eer vei he 54.1 56 
ESO) SA cuca ers 25 59.7 39 
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* This great gain was largely due to the 


This is a gain of 20.9 years in half a 
century (1900-50) and is unquestion- 
ably the most definitive description of 
the progress attained. It does not seem 
unreasonable to expect that the gain 
during the 1960's, like that estimated 
for the 1950’s, will also be under 2 
years, with the total gain for the second 
half of the century probably not more 
than 7 years—to 75 years, certainly 


well under four score years. For some 


antibiotics and warrants calling the 1940’s 
“the decade of the antibiotics.” This de- 
velopment interrupted the trend towards 
smaller decade gains in the length of life. 
In the best study presently available, T. N. 
E. Greville gives a mean estimate of 74.3 
years for the year 2000 in his population 
projections (Actuarial Study No. 46, Social 
Security Administration). 


ea PLATEAU IN LIFE EXPECTANCY 23 
ee 


Chart 2. Expectation of Life at Birth in the United States 
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nations, notably Norway, the figure is 
already well above 70 years. Consider- 
able improvement in mortality can yet 
be attained in the United States among 
the nonwhite population, which com- 
prises about one-tenth of the total pop- 
ulation. Moreover, the present six-year 
advantage of females may be lessened 
by future reductions in mortality among 
males. But considering all of these fac- 
tors together, it would seem that unless 
there is a major breakthrough in the 
understanding of cancer and heart dis- 
eases and their causes and cures, we 
can expect a gain of about 7 years for 
the second half of our century as com- 
pared with the gain of 21 years in 
length of life during the first half of 
our century. This prospective second- 
half gain of 7 years, since each year’s 
gain will be harder and harder, will be 


see 
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more than one-third as important as 
the 21-year gain. Indeed, history might 
regard these 7 years as almost on a par 
with the 21 years. 

Extrapolated straight-line trends, ex- 
cluding and including the author’s esti- 
mate for 1960, for the year 2000 are 
88.9 years and 87.4 years respectively. 
These two straight-line trends are pre- 
sented in Chart 2 with the “probable 
trend” which indicates 75 years as the 
probable expectation of life at birth for 
the calendar year of 2000. The chart 
also indicates that the first half of the 
twentieth century was unique. 

Why has this great measure of medi- 
cal and social progress come almost to 
a standstill? After decades of substan- 
tial increase (except for the sharp de- 
cline during the influenza epidemic of 


World War I), why should this meas- 


ure seem to waver as it approaches 70 
years? Why should not the former pace 
of rapid increase be continued? What 
would be necessary to maintain that 
pace? 


Expectation of Life Is an Average 


Before attempting to answer. these 
questions, it is necessary to state pre- 
cisely what is meant by the term “ex- 
pectation of life at birth.” It is an 
average. In 1900, 1,000 babies selected 
at random from those born in the 
United States were expected to live a 
grand total of 47,300 years, an average 
of 47.3 years. In contrast; 1,000 babies 
selected at random among those born 
in 1960 will be expected to live a total 
of approximately 70,000 years (possibly 
70,200 years) , an average of 70.0 years; 
about 25 will die during the first year; 
some will live on to 80 and 90 and even 
100 years of age. In order to achieve 
an average of 70 years, many more 
babies than at present must live well 
beyond 70. The word “expectation” in 
the term implies that these averages will 
be achieved provided the mortality rate 
at every age in the calendar year of 
their birth remains unchanged through- 
out their entire lifetimes. In other 
words, the term “expectation of life” 
assumes that the 1,000 babies chosen 
at random will climb the mortality 
curve prevailing in the year of their 
birth. 

Of course, there has been a length- 
ening of life expectancy at all ages. The 
actual number of years the 1,000 babies 
born in 1900 will have lived — com- 
puted after the last survivor dies some- 
time in the next century — should 
certainly exceed 47.3 years by a dozen 
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years or more. We have no way ob 
measuring accurately how long those 
born in a particular calendar year 
actually do live because of the pro 
longed record-keeping task. (Such acs 
tual averages, if published sometime 
during the twenty-first century, woul 
have slight historical significance.) Thi 
clear implication of our plateau of thre 
score years and ten is that those bo 
in 1960 will actually exceed thein 
(higher) expectation of life by muc 
less than a dozen years; mortality rates 
at all ages generally throughout the 
balance of the twentieth and well int 
the next century are not expected o 
decline as rapidly as they have since 
1900. 

Confusing “the span of life” with ae 
expectation of life at birth obscures 
the plateau of 70 years. The term “the 
span of life’ apparently refers to the 
longest life ever lived by a human 
being; the name, sex, age at death, 
country, and century of this unique 
person are not known. He or she may 
have lived 150 years or more. But even 
if all the facts were known, “the span 
of life” would not afford a gauge for 
measuring the steady progress of the 
people of a nation toward longer life. 
That this one unique person lived 150 
years does not promise that average 
length of life will reach 150 years. Ii 
is far better to use an average than 2 
maximum in measuring this improve: 
ment. 

Most of the great increase in length 
of life in this century has been due te 
the reductions in mortality among the 
young, especially among infants. More 
over, the saving of a life of an infan 
actually has more to do with the length 
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; ening of average life than does the 
) saving of a life of a person in middle 
| age. 


The arithmetic here is a little 
tedious, but it must be stressed that the 


gains of recent decades cannot now be 


repeated from the same sources for 
the basic reason that infant mortality 
has already fallen to the extremely low 
level of 2.5 percent. Much the same 
situation exists for pre-school age chil- 
dren and young persons. Clearly, in 
our attempts to increase the length of 


y life, our frontier lies above the age of, 


say, 45. 


Long Climb to the Plateau 


The extreme rapidity of the increase 
in the expectation of life at birth in 
earlier decades of this century may not 
become generally appreciated until long 
after the curve has flattened out at 
about 70 years. In the heyday of the 
Roman Empire, the upper-class Ro- 
mans might have lived about a quarter 
of a century, on the average, despite 
the high percentage of deaths during 


infancy. A person of that era who 


lived a third of a century died old by 
the mortality standards of the times, 
though doubtless every large commu- 
nity in ancient times had a few men of 
70. Apparently little progress was made 
during the Middle Ages. It was not 
until about 1700 that some evidence 
appeared that the average length of 
life was approaching a third of a cen- 
tury in favored sections of Western 
Europe —a gain of something like 8 
years in more than 1,700 years. During 
the eighteenth and nineteenth centuries, 
there were slow improvements, with the 
expectation of life at birth in the United 
States rising to an estimated 47.3 years 
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in 1900. Then came great improve- 
ments in the prevention of contagious 
diseases, better food, better sanitation, 
better housing, and better medical care, 
producing this tremendous upward 
swing in the curve with a gain of 21 
years in just half a century. This in- 
crease apparently equaled the gain of 
an untold number of previous centuries. 


Ever More Years Wanted 


Although the privilege of dying old 
is perhaps the greatest accomplishment 
of the twentieth century, this accom- 
plishment may not give much comfort 
to those of us who have been fortunate 
to attain 50, 60, 70, or 80 years of age. 
A normal person is never ready for the 
start of his last illness or the occurrence 
of his final accident, although his desire 
to live may diminish as the end ap- 
proaches. If normal man ever got 
enough of life, we could, figuratively 
speaking, rest on our laurels and be 
satisfied with the remarkable and un- 
precedented progress toward lower 
mortality and longer life achieved thus 
far in the twentieth century. Consider 
the fact that 92 percent of the babies 
born in the United States today are 
expected to survive to age 45. Why 
should not 92 percent survive to age 
50, 60, or 70, thereby increasing ex- 
pectation of life at birth by several 
years? 

So the quest for longer life will con- 
tinue, and the pressure on physicians 
and allied scientists to postpone death 
a little longer and still a little longer 
will continue. The great accomplish- 
ments in reducing mortality in this cen- 
tury will be accepted as fact, but 
whatever gratitude might be expected 


26 CURRENT ECONOMIC COMMENT 


may fade into resentment against the 
slowness of improvements in the second 
half of this century. The possible effects 
of slowing down the upward surge in 
this measure of average length of life, 
and in the mortality situation which it 
reflects, are numerous. Persons at dif- 
ferent ages will have different views on 
the subject. Many will resent the slow- 
ing down; for example, there may be 
public outcries against the baneful 
shortage of physicians and in favor of 
vast public spending to flood the coun- 
try with many more physicians and re- 
search programs. The fact that the 
gain of only two years-.during the 
decade of the 1950’s took place during 
a decade of substantial medical progress 
may be forgotten. 

We have become so accustomed to 
progress that it is difficult for us to 
realize that we are not approaching an 
age of Methuselahs. Surely this is not 
the time for scientific leaders to tanta- 
lize thoughtful laymen with the promise 
of a continuation of the upward trend 
at the rapid pace attained during recent 
decades. Rather the reasonable pros- 
pect is for very small gains with great 
difficulty in holding those already at- 
tained. 


Conquest of the Older Causes? 


The challenge is to reduce mortality 
from diseases ofthe heart and cancer, 
thereby increasing the expectation of 
life at age 45 above the present level 
of 29 years. This task will be patently 
more difficult, if for no other reason 
than the fact that the efforts of physi- 
cians and fellow scientists to reduce 
mortality above age 45 will be concen- 
trated on older bodies, aged 50, 60, 70, 


and 80. The prospects of small reduc- 
tions in mortality are very bright. But: 
reductions of the magnitude necessary’ 
to jump the expectation of life at birth 
from 70 years to 80 years before the: 
century ends are presently beyond the: 
realm of reasonable speculation. Too: 
many of our standard group of 1,000 ' 
babies would have to live to be 90, 95, 
100, 105, and so on. 

During the past decades the great 
success in reducing infant mortality to 
the low level of 2.5 percent, as pointed 
out earlier, added greatly to the num- 
ber of years in the grand total of years 
to be lived upon which these averages 
are based. Now, if we were, for ex-— 
ample, to find a significant and impor- 
tant development in the field of cancer 
therapy, we would have to think of it. 
as a means of extending life beyond | 
64 years, the present average age of 
death from cancer. The lives saved 
from cancer mortality, by some great 
and much-to-be-hoped-for discovery, | 
would not continue a great many more 
years. Certainly, they would not live 
anything like as many additional years 
as those babies whose lives were saved 
by successive improvements in infant 
care during previous decades. If life is 
to remain finite, the gains that can 
come from the conquest of a disease 
where the average age at death is al- 
ready high are very modest, if we know 
anything at all about human life. It is | 
much more likely that these people . 
saved from dying of cancer would live | 
a few additional years, and add a few. 
years to the totals from which expecta- | 
tion of life at birth is computed. 

In the much larger field of diseases — 
of the heart, we face substantially the 


‘same prospects. There have been a 
- number of minor breakthroughs during 
the 1950’s but they have lengthened life 


| very little. Preventing a tire from blow- 


ing out is not the same as preventing a 
tire from wearing out. Persons in the 
remainder of this century who are saved 


| from death through improvements in 


prevention, diagnosis, and treatment of 
heart diseases can be expected to live 
a few additional years on the average. 
All this is based upon a consideration 
of the modest hopes of research people 
who are working with these two great 


) causes of death. 


A Major Breakthrough? 


What would be the magnitude of a 
breakthrough and what would be its 
effect upon expectation of life at birth 
if we could find “complete cures” for 


_most of the diseases of the heart and 
for cancer? Such a breakthrough de- 


fies the imagination. Such “complete 
cures” would leave no important older 


cause of death except ill-defined senility. 


Man would pass from being a finite 
being, as we have thought of him over 
the centuries and in all recorded his- 
tory, and. become some new kind of 
being. 

But we know and hope that the quest 
for longer life will continue. We must 
expect more and more effort and more 
and more funds to be spent on research 
work in the fields of cancer and heart 
disease. As individuals, we can only 
hope that the research will be success- 
ful. Nevertheless, a prudent man today 
must look to three score years and ten, 
the Biblical age of man, as a plateau 
above which length of life will not in- 
crease very much during the coming 


ee PLATEAU IN LIFE EXPECTANCY 


27 


decades, unless some miraculous break- 
through is found which permits people 
to literally live on and on and on. 
When the accomplishments of this cen- 
tury in learning how to die old instead 
of dying young become more generally 
appreciated, it is likely that there will 
be more satisfaction with what has al- 
ready been accomplished and less re- 
sentment at the slow upward movement 
in the curve of life during the coming 
decades. We should be patient with the 
future slow progress of scientific efforts 
to conquer the older causes of death, 
especially as that progress is reflected 
in small increases in the expected length 
of life of a newborn baby. We should 
realize the magnitude of the task that 
lies ahead. 

Strange as it may seem, in the ab- 
sence of a major breakthrough in the 
field of cancer and heart diseases we 
may, if the present high birth rate con- 
tinues, approach a balanced age- dis- 
tribution of our population in a few 
decades. The present indications are 
that the proportion of adults 50 years 
of age and over will decline throughout 
the 1970’s. If the high birth rate con- 
tinues for another ten years, this de- 
cline should also continue into the 
1990’s. While our national effort is 
concentrated on better years rather than 
more years, atomic discoveries could 
mean both more and better years — or, 
God forbid, fewer years. 


The Two Halves of the Century 


The great difference between the first 
and second halves of the twentieth cen- 
tury in the lengthening of the average 
lifetime has great significance for stu- 
dents of population problems even 
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though the basic statistical assumptions 
underlying population forecasts include 
a slowing down of mortality gains dur- 
ing the balance of the century. Before 
one can grapple with the economic and 
other social implications of what is 
popularly called the “population ex- 
plosion” or the “population bomb,” the 
uniqueness and greatness of the first 
half of the twentieth century must be 
appreciated. In health progress, it is 
unlike any other half-century in human 
history. In the present discussion an 
attempt has been made to show that 
the second half of the century will be 
markedly different from the first half. 

From one point of view, the true 
population explosion occurred during 
the first half of this century. The cul- 
prit, featured in current alarming, grim, 
and flaming terms, is called “death 
control” which, it is asserted, must be 
matched by population control or birth 
control. Greater understanding might 
be forthcoming if we could think of two 
explosions — the first, in death control 
which occurred in most Western na- 
tions during the first half of this cen- 
tury; the second, in the failure of birth 
rates to decline as fast as death rates, 
and the resulting explosive increase in 
population during the second half of 
this century. 

Admittedly, rapid health progress 
and high birth rates are not unmixed 
blessings. Perhaps the greatest enemy 
of social progress is imbalance — in 
this case, lowered mortality rates and 
continued high birth rates. Moreover, 
the transplanting of death control tech- 
niques to Asia, Africa, and South Amer- 
ica can create, and possibly has already 
created, more disturbances in. their 


economies than these scientific advances il}, 
did in the United States. For those} 
countries, death control is largely an jj 
import from more advanced nations. |} 
Although this is a period of seething 
turmoil, of the uprooting of old institu- }} 
tions, folkways, and mores in these un- |} 
derdeveloped countries, acceptance of | 
the need for birth control cannot be 
expected instantly. But it does not | 
seem unreasonable to hope that popu- 
lation control will be one of the new 
ideas which will come out of this period } 
of turmoil. 


The rate of population growth in the } 
United States is very high. To some }} 
students of population problems, a jump 
from the present 180 million to 350 | 
million by the end of the twentieth | 
century does not seem inconsistent with | 
the present rate of population growth. 
Quite apart from our capacity to feed 
these teeming millions is the prospect of | 
a city 500 miles long from San Fran- 
cisco to Los Angeles and a city 600. 
miles long from Boston to Washington. | 

It is suggested here that in thinking 
about the economic implications of 
death rates and birth rates during the 
balance of the twentieth century, econ- | 
omists can more clearly appraise these | 
forces if they realize that the reasonable 
prospect for average length of life, 
measured from birth, during the second 
half of this century is for a gain of only 
7 years — from 68 years to 75 years — | 
as compared with the gain of 21 years | 
during the first half of this century. 
Population forces are admittedly power- | 
ful in our economy; they are also very | 
slow-moving. Splitting the twentieth 
century into two halves can promote a _ 
better understanding of the problem. 
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SINCE THE END of World War II the 


' United States government and many 


- American firms and citizens. 


private groups have vigorously pro- 
moted private foreign investment by 
The re- 
sult has been that, despite the presence 
of severe world political tensions, more 
than $30 billion has moved abroad 
since 1945. Of this $30 billion in total 
long-term capital, approximately $27 
billion, or 90 percent of the total, has 
been invested in foreign manufacturing, 
mining, and trading enterprises. This 
direct investment, as it is called, affects 
the economies of the recipient nations 
in varying degrees. In the so-called 
underdeveloped nations where Ameri- 
can direct investments are predomi- 
nantly in the mineral and petroleum 
industries, the advantages and disad- 
vantages to both the investor and the 
recipient nation stand out clearly and 
the economic effects of these invest- 
ments are relatively easy to measure. It 
is in the “developed” nations of the 
world that the effects of American 
capital are less easily recognized, and 
consequently the available literature 
dealing with this subject is limited in 


scope to purely aggregative measures of 
quantity, type, and location. Un- 
doubtedly, more detailed information 
on the activities of American firms 
abroad is necessary both as a guide for 
American legislative policy and as an 
aid to the investor contemplating direct 
foreign investment. 

This paper summarizes the results of 
a research project on the characteristics 
and effects of American direct invest- 
ments in West Germany since 1945. 
The data were obtained through the 
use of a questionnaire and also by per- 
sonal interviews with executives of firms 
having German manufacturing interests. 
The questionnaire was designed to pro- 
vide specific information on the activi- 
ties of a large segment of the population 
from which some valid conclusions 
could be drawn. The objective has been 
to determine as accurately as possible 
the effects of American subsidiaries and 
branches located in Germany on aggre- 
gate German output, employment, in- 
vestment, and the balance of payments. 
No information was requested from 
respondents which in any way involved 
opinions regarding the desirability of 
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investing in Germany or the effects of 
German and American governmental 
policies on foreign investment.* 


Limits of the Study 


There are presently about 550 Amer- 
ican firms operating in West Germany, 
of which only 140 engage directly in 
manufacturing. These 140 firms con- 
stitute the population from which the 
survey was taken. They represent either 
outright ownership by an American 
parent firm or majority control of the 
German firm’s capital (majority con- 
trol is assumed to be 51 percent; 
however, in some cases it may be con- 
siderably less) . 

Approximately 10 percent of the re- 
spondents have facilities in West Berlin. 
The uniqueness of Berlin politically in 
no way affects the result of the study 
since, despite the unusual investment 
“climate” there, economic activity has 
not suffered as much as one might first 
suspect. Indeed, Berlin is as prosperous 
as West Germany itself, if not more 


* Several excellent studies have been done 
in this area. The reader’s attention is 
directed to the following works: U. S. De- 
partment of Commerce, Factors Limiting 
U. S. Investments Abroad, Parts I and II 
(Washington: Government Printing Office, 
1954); U. S. Department of Commerce, 
Office of the Assistant Secretary for Inter- 
national Affairs, Responses to Business Ques- 
tionnaire Regarding Private Investment 
Abroad (Washington: Government Printing 
Office, April, 1959); U. S. Department of 
State, Expanding Private Investment for 
Free World Economic Growth (Washington: 
Government Printing Office, April, 1959); 
and U. S. House of Representatives, Com- 
mittee on Ways and Means, Private Foreign 
Investment, Hearings Before the Subcommit- 
tee on Foreign Trade Policy, 85th Cong., 
2nd Sess. (Washington: Government Print- 
ing Office, 1958). 


CURRENT ECONOMIC COMMENT 


prosperous, and trade between the two 


areas is large and diversified. In gen- 


eral, American investors have shown 


no reluctance to invest in Berlin. Sev- }} 


eral firms have made Berlin their 
European headquarters. Therefore, the 
inclusion of Berlin investments in the 
study cannot be expected to impair 
the validity of conclusions regarding the 
whole of American investments in West 
Germany. 

The construction of the survey intro- 
duces the possibility of non-response bias. 
Only the responding firms have been 
included in the tabulations, a factor, 
which may result in an overly optimistic 
view of the situation since, generally, 


the more successful firms would be |f 


those most willing to cooperate. An 
investigation of data concerning the 
non-respondents has ruled out extreme 


distortion of the true picture as a seri- 
For one thing, it was _ 


ous weakness. 
found that respondents have not been 
decidedly more successful than non- 
respondents in their German invest- 
ments. Indeed, in several. cases non- 
response was probably the result of a 
desire not to publicize very successful 
operations. 


from these same groups. 


Results of the Survey 


The results of the survey are divided | 


into the following parts: (1) tabula- 


tion of responses by industry and type. 


of organization, (2) capitalization and 


Another reason for non- | 
response is company policy which pro- | 
hibits the release of any data on the 
firm’s foreign operations. This obstacle | 
is very noticeable among some groups | 
of firms in the same industry and is | 
evidenced by the low number of returns | 


| 
| 
| 
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Table 1. Responses Classified by Industry and Form of Organization Employed 


Number of - 
fines Number of firms responding Percentage 
receiving 
pee question- Sub p 3 (b) 
naire ub- roprie- Tey 
& sidiary Branch torship Total (a) 
Machinery and automobiles. . . oF 12 2 3 17 46 
Petroleum and chemicals. ..... 33 % 1 a 12 36 
Light metal fabrication....... 18 3 1 0 4 2; 
RerCCURCAl Wane tiersjrete yas aed 16 6 0) 0 6 38 
Food and beverages.......... 16 4 0 2 6 38 
Scientific and photographic 
MRASTGMAIENTS/S ii Seis) siescrs « Lose 12 i 1 3 11 92 
BHOLAUMetegot. Chatetereiave sts exalts 132 41 5 10 56 42 


finance, (3) motives for investment, 
(4) returns on American investments, 
and (5) effects on the German econ- 
omy. 


Responses 


Questionnaires were mailed to 140 
qualified firms taken from an official 
Department of Commerce list. Eight 
of the questionnaires were returned 
either because the firms have liquidated 
their German assets or because the firms 
never had German assets. Of the 132 
American firms receiving questionnaires, 
56, or approximately 42- percent, re- 
sponded. Of these respondents, 23 had 
established themselves in Germany prior 
to World War II; 33 were established 
after World War II. Fourteen of the 
23 prewar firms reported more than 
50 percent damage to their assets as a 
result of war action, yet all of these 
firms returned to the German scene 
after the war. The breakdown of re- 


7U. S. Department of Commerce, 
American Firms, Subsidiaries, and Affiliates: 
Federal Republic of Germany and West Ber- 
lin, unpublished list (Washington: Office of 
Economic Affairs, July, 1958). 


sponses by industry and corporate or- 
ganization is given in Table 1. 


Growth of American Investments 


The first object of the study is to 
determine the total capital represented 
by the 56 responding firms in relation 
to the total of all American petroleum 
and manufacturing enterprises in Ger- 
many. This figure is about $185 million, 
or approximately 39 percent of the 
value given in Department of Com- 
merce data for 1958 ($479 million) 2 
The closeness of this percentage to the 
percentage of total firms covered in 
the survey (42 percent) suggests that 
with respect to total capital the firms 
covered in the survey are highly repre- 
sentative of the population. 

The book values of assets differ 
markedly from the market values. The 
former are usually used when foreign 
investments are discussed, but since 
assets frequently appreciate in value 
when firms have been successful, the 


’Samuel Pizer and Frederick B. Cutler, 
“Growth of Foreign Investments in U. S. 
and Abroad,” Survey of Current Business, 
August, 1959, pp. 30-31. 
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Table 2. Book Value of American Direct Investments in West Germany, 1950 to 1958 
(Millions of United States dollars) 


ba | 
a 


1958 |i 


Industry 1950 | 1951 1952 >| 195373 Ae S4s eS 1956 1957P | 
Manufacturing..| 121.0 | na n.a. | 155.0 | 167.0 | 191.0 | 239.0 | 268-0 | 3152088 
Potolein. 4 igh | BH | Tae n.a. 67.0-| 69.0 | 74.0 | 111.0 | 151.0 | 164,08)% 
@therea son. rer 45.2 | na n.a. 54.0 | 5770S) 67.09/79 0" $772 08) Seo onume 

otal tr 204.0 | 234.0 | 251.0 | 276.0 | 293.0 | 332.0 | 429.0 | 496.0 | 574.0 ff 
Earnings as a per- 

centage of book 
ALES Son cienecrs 1S=2 SAO Ae? 8.3 OFZ 14 ADA 2S 14.8 


@ Percentages are author’s. 
P Preliminary. 
n.a. Not available. 


Source: Adapted from a series of articles by Samuel Pizer and Frederick Cutler, “Growth }} 
of Foreign Investments in the United States and Abroad,” Survey of Current Business, various \}f 


issues, 1951 to 1959. 


market values constitute a much more 
significant measure of the current values 
of assets. In Germany, where the dis- 
ruption caused by many years of war 
and the currency reform of 1948 have 
seriously distorted capital values, book 
values of assets are less representative 
than they might be in other countries. 
The situation is further complicated 
by the fact that the Asset Revaluation 
Act of 1949* allowed firms to revalue 
assets at their prewar values although 
in many cases the true values of assets 
were but a small fraction of the legal 
book values because of war damage or 
confiscation. The net effect of this act 
was to allow German firms to depre- 
ciate “paper” assets and thereby gain 
tax relief which was otherwise unob- 
tainable under the existing tax laws of 
the Allied High Commission. 

On the assumption that market 
values far exceed the published book 


*See Robert G. Wertheimer, “Tax In- 
centives in Germany,” National Tax Journal, 
Vol. 10, No. 4 (December, 1957), pp. 328- 
38. 
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values, respondents were requested to. | 
indicate the approximate percentages ff 
by which the market values of their’ 
German assets exceed the book values. 
There appears to be a high correlation 
between the age of the firm (in Ger- 
many) and the degree to which market 
values exceed book values. In general, | 
the newer firms tend to regard the two 
values as almost identical, whereas the 
older firms indicate the greatest diver- 
gence between the two values. By the 
calculation of an average, weighted 
percentage of the differences of the two | 
values, a rough approximation of the | 
market value of total American manu- 
facturing facilities is obtained. The. 
average for the 56 firms covered in the. 
survey is 55 percent which, if applied 
to the firms’ assets, produces a market | 
value of $286.75 million (155 percent 
of $185 million), and if applied to the 
value of all American manufacturing | 
facilities, produces a market value of | 
$742.45 million (155 percent of $479 


million) . 
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Table 3. Net Additions to Facilities Since 1945 as Reported by 56 Respondents 


Growth of Firms 


The growth rate of American firms 
in West Germany has kept pace with 
over-all economic growth of the coun- 
try. Between 1950 (the year in which 
Germany was officially opened to new 
foreign investments) and 1958, the 
book value of manufacturing and petro- 
leum facilities owned or controlled by 
American interests increased from $159 
million to $479 million, an increase of 
$320 million, of which approximately 
55 percent consisted of reinvested earn- 
ings. About $195 million of this increase 
was in manufacturing and $136 million 
in petroleum (see Table 2). 

The firms included in the survey in- 
dicated the net additions made to their 
facilities since the firms were first estab- 
lished in West Germany. Thirty-seven 

of the 56 respondents indicated addi- 
tions in excess of 50 percent of the orig- 
inal investment, and 22 of these were in 
excess of 100 percent. Only six firms 
reported no additions; however, of 
these six, five were established after 
1955 and hence have not had sufficient 
time in which to appraise the desir- 
ability of expansion. The greatest 
growth has been in petroleum where 
American firms have increased their 


No Less than} 50% to | 100% to | 200% or 
Industry increase 50% 99.9% | 199.9% more hae 

Machinery and automobiles. . 3 5 5 2 2 17 

Petroleum and chemicals. .. . 1 3 5 2; 1 12 
Scientific and photographic 

BIISERUEMACMITS Ways Sere eine aie 1 1 2 2 5 11 

Bilectiical end acaet es css ists 0 1 72 2 1 6 

Food and beverages........ 1 2 0 2 1 6 

Light metal fabrication..... 0 i 1 1 1 4 

PROball ene yrcccs ees tes ache 6 13 15 11 141 56 


investments by $250 million. Most of 
this increase has been in refinery ca- 
pacity, an area in which Americans now 
control about 52 percent of Germany’s 
total. Two large American automobile 
manufacturers have invested more than 
$150 million since 1945. The apparent 
discrepancy between the Department of 
Commerce data and the figures given 
for petroleum and automobile invest- 
ments (the latter data were obtained 
from reliable industry sources) is typical 
of the way in which assets have been 
understated. The data on expansion 
are summarized in Table 3. 

Generally, American capital has not 
been attracted to the steel, coal, or min- 
ing industries. The reasons for this lack 
of interest are (1) the ever-present dan- 
ger of nationalization in the steel and 
coal industries, (2) the trend toward 
concentration and cartelization in these 
industries along prewar lines (partic- 
ularly in steel), (3) the policy of 
mitbestimmung (codetermination) 
strongly prevailing in coal and steel at 
the present time, and (4) extremely 
high costs and poor markets in the ex- 
tractive industries. 

To the best of the author’s knowl- 
edge, only two American firms have 
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ventured into German steel. These are 
the Reynolds Company which formed 
a manufacturing and sales subsidiary 
with the Erbsloch firm of Wuppertal,’ 
and Armco which participates with 
Thyssen (one of Germany’s steel giants) 
in one of Western Europe’s most mod- 
ern steel complexes.®° The only. sub- 
stantial American interests in coal were 
returned to German hands when the 
Hugo Stinnes Corporation of New 
York, holding company for countless 
coal, steel, and transportation enter- 
prises, was recently sold outright to the 
Deutsche Bank of Frankfurt am Main 
for $20 million. 


Financing Companies’ Growth 


Throughout the postwar period Ger- 
man industry has been hampered by 
the absence of an organized capital 
market. The prospects for extremely 
high returns in almost all industries 
coupled with this capital shortage re- 
sulted in a pattern of very high interest 
rates. Despite the shortage of funds 
available and high interest rates, Ger- 
man industry expanded considerably. 
The primary sources of capital were 
depreciation allowances and _ retained 
earnings. It has been suggested that 
as much as 81 percent of total German 
private investment has been financed 
in this manner.’ Between 1948 and 
1958 only about 34 billion Deutsche 
marks (about $8 billion) in private 

° Exporters Digest and International Trade 
Review, January, 1958, p. 24. 

* Ibid., February, 1959, p. 18. 

"James C. Zeder, “Reasons for West Ger- 
many’s Remarkable Economic Growth,” 


Commercial and Financial Chronicle, Vol. 
187, No. 5748 (June 5, 1958), p. 15. 


securities were placed. This is hardly} 
an impressive total for a nation which, , | 
during the same period, succeeded ini} 
raising the gross national product from ij} 
DM 60 billion to DM 215 billion. In jj 
contrast to the value of securities placed, |} 
over DM 300 billion in short-, medium-, |} 
and long-term loans were made by’ | 
banks to businesses and other private :}} 
customers during the same period.® The }} 
chief cause of the imbalance in the 
capital market was a desire on the part |} 
of borrowers to keep their lendings on | 
a short-term basis, particularly since it 
was felt by many that a reduction in [f 
interest rates was imminent because of |} 
large deposit-creating balance-of-pay- |} 
ments surpluses. 

American firms responding to the |} 
survey were asked to indicate the 
sources of the capital used in their ex- 
pansion. In general, the only variance | 
from the pattern followed by domestic 
German firms was in the use of the 
surpluses of the American parent firms - 
or holding companies of American 
firms located in other countries.?° Re- 


* Monthly Report of the Bank deutscher 
Lander, January, 1959, p. 18. 

° Ibid., p. 76-77. 

* It should be pointed out that American 
firms have not been free to “pump dollars” | 
into Germany to finance their investments. 
New investments, officially allowed subse- 
quent to May, 1951, were limited in amount 
to the total of so-called “investment marks” 
available. The supply of these “investment | 
marks” depended on the amount of foreign | 
investment liquidated within Germany. The | 
proceeds of such liquidations were credited 
to nontransferable accounts called “special 
investment accounts for foreigners” and 
could only be sold to another nonresident 
desiring to invest in Germany. By this 
method it was possible to limit the amount 
of new investment to the amount of liqui- 
dated investments. The use of these ac- | 
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| tained earnings of the German firm 
_ received 38 mentions; surplus of the 
American parent firm received 20 men- 
tions; borrowings from German banks 
received 7; and only 2 firms mentioned 
the placement of new security issues in 
Germany. The responses to this ques- 
tion indicate that, with one exception 
(the widespread use of parent’s sur- 
pluses), American subsidiaries and 
branches in Germany have adhered 
very closely to the general pattern of 
financing characteristic of German 
firms, that is, a reliance on the use of 
retained earnings and bank loans. 
Some question has been raised by stu- 
dents of the German economy as to the 
desirability of using primarily retained 
earnings for investment. The argu- 
ments usually center on the high earn- 
ings in export industries which led to 
overexpansion in this area at the ex- 
pense of the “basic” industries (coal 
and steel) , the latter having been forced 
to rely heavily on government loans. In 
the words of two observers: 
. . . German investment capital flows pre- 
dominantly into corporations oriented to- 
ward exports, while basic internal indus- 
tries are suffering from an acute capital 
shortage.” 


. . . Permitting considerable earnings in 
times of full employment will only produce 


counts was discontinued in 1958 and at 
present almost all capital transactions be- 
tween residents and nonresidents are free. 
See U. S. Department of Commerce, World 
Trade Information Service, Investments 
Under the Revised Regulations of the 
Federal Republic of Germany, December, 
1958, p. i, and also “Transfer of Capital 
Freed by Germany,” Foreign Commerce 
Weekly, Vol. 61, No. 8 (February 23, 1959), 
pails 

Pa Germany Today, Vol. 2, No. 3 (1957), 
Dy LZ. 


the danger of wrong investments such as 
have occurred, by no means rarely, in the 
period between 1948 and 1957.” 

The conditions under which industry 
operated up to 1958 have changed 
considerably. At the present time sav- 
ings are rising, interest rates have been 
brought into line with Germany’s grow- 
ing role as an important international 
lender, and the issuance of new secur- 
ities has increased at a rapid rate. These 
new conditions have aided the growth 
of an organized capital market in 
Germany. 


Motives for Investment 


Much attention has been drawn re- 
cently to the fact that American manu- 
facturers have been losing their markets, 
both foreign and domestic, to foreign 
producers. High labor costs in the 
United States relative to those in corre- 
sponding industries abroad have been 
cited as the chief cause for the trend 
toward more foreign manufacturing by 
American firms and the consequent ex- 
port of employment.** While this claim 
may be justified where labor costs con- 
stitute the major portion of total cost, 
the force of this argument is weakened 
in the case of foreign investment in in- 
dustries where the proportion of labor 
required is small relative to the amount 
of capital employed. 

In Germany, where capital costs have 


been high relative to labor costs in the 


* “From A _ Banker,” Wirtschaftsdienst, 
English ed., Vol. 38, No. 8 (August, 1958), 
Ds, Zs 

*For an interesting discussion of low 
foreign labor costs as a factor in attracting 
foreign investment, see Irving B. Kravis, 
“The Cheap Labor Myth,” Challenge, Vol. 
7, No. 10 (July, 1959), pp. 46-50. 
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postwar period, one would expect that 
primarily “labor intensive” industries 
would be subject to lower unit costs 
(assuming of course that labor could 
be freely and profitably substituted for 
capital in all industries). However, 
most of the firms included in the survey 
are relatively “capital intensive.” The 
56 respondents represent a total book 
value of approximately DM 777 million 
($185 million) and employ about 60,- 
000 production workers. The labor- 
capital ratio for these firms is 1:DM 
13,000 based on the book values; and 
if the market values are used, this ratio 
climbs to about 1:DM 20,000. Either 
of these ratios is well above the average 
for German industry, a circumstance 
indicating that “cheap labor” might 
well be overstated as an incentive for 
American firms to invest in Germany. 

The majority of respondents (44) 
indicated that a growing demand for 
their product in Western Europe was 
the major factor influencing their de- 
cisions to invest in Germany. Only 
twelve mentioned restrictions on im- 
ports of their products into Europe and 
nine mentioned lower production costs 
in Germany relative to other West 
European countries.* Evidence in this 
particular instance is clearly against the 
primary importance of lower German 
labor costs relative to those jn the 
United States or other West European 


“In a recent appearance before a Special 
Subcommittee of the U. S. House of Repre- 
sentatives, Ira T. Wender, noted expert 
on foreign investment, made the fol- 
lowing statement: “I would say that over 
90 per cent of the investments made by 
manufacturing firms are made to maintain 
a market.” See Private Foreign Investment, 
Op. Ctt., DP. 223. 
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countries as an investment incentive. | 
More support is given to the argument 
that the desire to service a potentially | 
large market (in this case the European 
Common Market) at the point of great- 
est foreign competition (in the foreign 
market itself) is a dominant factor. 


Earnings on Investments 


Based on Department of Commerce 
data,?> net earnings of American petro- 
leum and manufacturing industries 
(based on the reported book values 
after payment of German taxes but be- 
fore payment of American taxes) aver-_ 


aged 7.5 percent and 10.3. percent! 


respectively between 1950 and 1958. 
The average for all American invest- 
ments in Germany for the same period 
is 11.9 percent. Earnings in Germany 
have generally been higher than those 
in France, Italy, and the Netherlands, 
but have been less than those in the 
United Kingdom and Belgium.1® 

Respondents were asked to designate 
how returns on their German invest- 
ments compared with returns on similar 
ventures in the United States. Table 4 
summarizes the distribution of responses 
to this question. 

There is a high degree of correlation 
between firms established in Germany 
within the last five years and responses 
indicating “less than in the United 
States” or “too early to tell.” On the 


* Samuel Pizer and Frederick B. Cutler, 
op. cit., pp. 25-32. Percentages are author’s. 

**On the basis of average earnings as re- 
ported by Pizer and Cutler in Survey of 
Current Business, various issues 1951 to 
1959, earnings ratios for other European 
countries are as follows: United Kingdom, 
17.2; Belgium, 13.5; Germany, 11.9; Italy, 
10.7; Netherlands, 10.3; and France, 10.1. 


i 


. 
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Table 4. Earnings on German Investments Compared with Earnings 
on Similar Ventures in the United States 


te ' tena About Slightly Much 

oo early | Less than | the same |_ higher higher 

TEOUSICY totell |inthe US| asin |thanin | thenin | 7ot@l 

the US || the US | the US 

Machinery and automobiles. . 2 ve B 3 3 iN9/ 
Petroleum and chemicals... . 0) 5 2 4 1 12 
Scientific and photographic 

mee instruments. ............ 0 1 5 3 2 11 
| Sigeuster] ae oon 1 2 2 1 0 6 
Food and beverages........ 0 1 1 2 2 6 
Light metal fabrication. .... 0 0 0 1 3 4 

Mio tal Spree w sce ices le 3 16 12 14 11 56 


other hand, most of the “much higher 
than in the United States” responses 
are from firms established in Germany 
prior to World War II. 


Contribution to the German Economy 


The contribution made by American 
industry located in Germany to the 
domestic economy may be discussed 
under three major headings: (1) the 
effect on gross national product, 
(2) employment provided, and (3) the 
net contribution to Germany’s foreign 
exchange earnings. 


Effect on Gross National Product 


From annual sales figures of about 
thirty American firms operating in West 
Germany, a rough approximation of 
- the total contribution of all American 

petroleum and manufacturing industries 
operating there has been obtained. This 
figure (excluding trade and other serv- 
ice industries) is about $2.175 billion. 
It is broken down as follows: machin- 
ery and machine tools, $600 million; 
petroleum and chemical products, $600 
million; automobiles and parts, $500 
million; electrical products, $275 mil- 


lion; food and beverages, $150 million; 
and others, $50 million. The estimated 
gross product of American service in- 
dustries in Germany is $525 million. 
The grand total for all American pro- 
duced goods and services is approxi- 
mately $2.7 billion a year, or about 5 
percent of Germany’s gross national 
product in 1958. 


Employment Provided 


American manufacturing firms in 
Germany employ approximately 150,- 
000 German production workers. The 
same group of firms also employs some 
75,000 nonproduction workers, that is, 
administrative and marketing personnel. 
The American service industries in Ger- 
many employ about 200,000 German 
personnel. These three components 
total 425,000 German employees, or 
approximately 2.2 percent of the total 
West German labor force.’7 On the 
basis of an average German weekly 
wage of $30.00, American firms pay 
about $663 million each year to their 
German employees. 


™“Germany’s labor force currently num- 
bers approximately 19 million. 
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Table 5. Destinations of Outputs of American Firms Operating in West Germany 
(Weighted averages) 


Fi West Other | United | Rest of Total 
rms |Germany| Europe | States | world 
Industry respond- 
ac Percentages 
Machinery and automobiles...... 19/ 67 21 i td 100 
Petroleum and chemicals......... 12 83 15 a 2 100 
Scientific and photographic 
eicranoents 3 os . ete uci Witoiata 11 46 28 15 11 100 
Roodrand  DeVveLrages! a. ie crmiaekle 6 91 6 3 100 
lectricalitmgie mierars es aa. mci 5 72 15 » 13 100 
Light metal fabrication.......... 4 W2. 10 2 18 100 
Weighted average........... 55 70 18 3 9 100 


® Less than 1.0 percent. 


Norte: Percentages were weighted within each industry and then weighted on the basis of 
each industry’s percentage of total net worth represented. 


Contribution to Foreign Exchange 
Earnings 

American firms in Germany depend 
to some extent on foreign (non- 
German) sources of supply for raw 
materials and equipment. Imports gen- 
erated by these firms represent a burden 
on Germany’s foreign exchange posi- 
tion.. On the other hand, these same 
American firms also export considerable 
quantities of finished goods. The ex- 
ports represent additional foreign ex- 
change earnings for Germany. The 
problem is to determine whether Amer- 
ican firms produce a net contribution to 
Germany’s foreign exchange position by 
their presence in Germany. To accom- 
plish this task it is necessary to know 
(1) what percentage of total output 
American firms in Germany export to 
various areas of the world, and (2) what 
percentage of total requirements of raw 
materials and equipment of American 
firms in Germany must be imported 
and the areas from which such goods 
are imported. 


{ 


{ | 


Respondents were asked to designate 
the percentages of required raw mate-_ 
rials and equipment imported from 
each of four areas and the percentages — 
of total output exported to the same 
four areas. The respective percentages 
were then weighted on the basis of the 
firms’ net worth (specific sales figures 
were unavailable) and totaled. Data on 
exports and imports to and from the 
four areas were then compared to deter- 
mine what, if any, net contribution 
American firms have made to Ger- 
many’s foreign exchange position. The 
calculations are summarized in Tables 
5, 6s ana 7s 

The data in Table 5 indicate that 
the 55 firms represented export 30 per- 
cent of their output and that 70 percent 
is sold within Germany. Only the sci- 
entific and photographic instruments 
industry exports more than 50 percent 
of its output. If this distribution be- 
tween exports and domestic sales is 
assumed to hold for all American 
manufacturing industries in Germany 


ie POSTWAR U.S. INVESTMENTS IN WEST GERMANY 39 


Table 6. Sources of Raw Materials and Equipment 
of American Firms Operating in West Germany 


) (Weighted averages) 
a _—$—_————_—_—_——__—alRalaBaQqw 


2 Less than 0.25 percent. 


- (about 132 firms), then approximately 
| $650 million in foreign exchange is 
generated each year by their export 
sales. This represents 7 percent of total 
German exports (based on 1958 export 
data) .*8 

The import data in Table 6 reveal 
that most of the required raw materials 
and equipment are obtained in German 
markets. The averages for each area 
have been weighted and averaged on 
the basis of estimated proportions be- 
tween raw materials and equipment. 
It is implied that raw materials con- 


German exports in 1958 were $9.4 bil- 
lion. See International Monetary Fund, 
International Financial Statistics, Vol. 12, 
No. 2 (February, 1959), p. 22. 


West Other United Rest of 
Germany Europe States world 
Firms 
R Total 
Industry respond- eh Equip- wey Equip- ey Equip- eo Equip- 
es terials | ™" |terials| ™€"* Iterials| ™ent terials) Ment 
Percentages 
| Machinery and 
automobiles... .. 16 84 Sil 2 5 10 4 4 0 100 
Brectrical.. 3... ..< 5 77 91 6 4 17 5 0 0 100 
| Petroleum and 
ehemicals'. 47. <2. 11 62 85 10 1 18 14 10 0 100 
Scientific and 
photographic 
instruments...... 10 89 92 7 6 3 1 1 1 100 
| Light metal 
fabrication...... 4 99 87 0 6 0 if 1 0 100 
| Food and beverages. 5 66 92 2 4 0 4 32 0 100 
Weighted averages. . 51 78 90 5 4 9 6 8 S 100 
Raw materials and equipment 
EV OKA Caer alee is iatetets coef 4 81 4.75 8.0 6.25 100 


b Weighted arithmetic means of raw materials and equipment percentages. Weights used 
_ are raw materials, 75 percent; equipment, 25 percent. 


stitute three times the value of equip- 
ment. 

Before the data in Tables 5 and 6 
are compared to determine the net 
contribution of American firms to Ger- 
many’s foreign exchange earnings, an 
adjustment is required. Since import 
and export percentages refer to wholly 
different absolute dollar totals, either 
export percentages must be inflated to 
include the value added in production 
or import percentages must be deflated 
to reflect the fact that input costs are 
less than selling costs of final goods, the 
differential consisting, of course, of 
value added in production and some 
profit margin. The adjustment has been 
made in the import data on the as- 
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Table 7. Net Addition to German Foreign Exchange Earnings Made by American Firms 
(Expressed as percentages) 


Weighted average of exports generated to each 
area as a percentage of total output....... 
Weighted average of imports from each area 
as a percentage of total inputs........... 
Adjusted import percentages*............-- 


Other United 


Net contribution to German foreign exchange 
earnings as a percentage of total output?. . 


« Import percentages adjusted to 75 percent of total. 
b Export percentages less adjusted import percentages. 


sumption that the dollar value of inputs 
constitutes approximately 75 percent of 
the dollar value of the final products, 
or put another way, that materials and 
capital equipment costs are 75 percent 
of selling price (assuming that returns 
are to scale and ignoring labor costs 
and markup percentages). The adjust- 
ment is unrealistically high but deter- 
mined so as to avoid the possibility of 
undue overstatement of the net contri- 
bution. Import and export adjusted 
percentages are summarized in Table 7. 

The summarization of export and 
import percentages in Table 7 reveals 
that (1) the net contribution of Ameri- 
can firms has been positive to the 
extent of 15.75 percent of total output 
of the same firms; (2) 14.44 percent 
of the total contribution has been gen- 
erated by trade with other European 
countries; and *(3) trade with the 
United States has resulted in a nega- 
tive figure (—3.0 percent), indicating 
that American firms have not contrib- 
uted to Germany’s dollar earnings but 
have helped deplete dollar reserves. 
The dollar value of American firms’ 
balance of trade (exports less imports) 


Europe States world — | 
0 50 on0 30.0 
4.75 8.0 6.25 19.0 
B50 6.0 4.69 14.25 
+14.44 —o70 +4.31 15-5 


may be found by taking 15.75 percent 
of the value of total output ($2.175 bil} 
lion). The result gives a net dollar 
contribution of $342.5 million, or about | 
20 percent of West Germany’s total bal- 
ance of trade (exports less imports) for 
1955.2" 

At this point the reader should be 
warned against accepting these data as 
constituting a perfectly accurate meas- 
urement of American firms’ contribu- 
tion to Germany’s foreign exchange 
position. The first criticism should be 
directed to the value of American 
firms’ total output ($2.175 billion). 
The components of this total were col- 
lected from many sources, some of | 
which may be unreliable. However, | 
sales data on most of the larger firms 
have been, where possible, drawn from 
the annual reports of these firms. Sev- 
eral of the percentages used in weight- 
ing the data have, admittedly, been 
derived in a rather arbitrary manner. 
and the sole responsibility for their 
selection lies with the judgment of the 
author. Despite these shortcomings, it 


* Ibid., pp. 22-23. 
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is not likely that any extremely large 
errors are hidden within the data since 
the information on the 56 firms in the 
survey is reasonably accurate. It may 
be concluded, therefore, that within the 


Fs 
eo 


_ framework of what is known about 42 


percent of the population, the effects of 
American firms on Germany’s foreign 
exchange position has been favorable. 


The Future 


Future successes of American firms 


in West Germany depend heavily on 
_ the economic changes that will be 


effected by the European Economic 
Community and changes in the condi- 
tion of the German “investment 
climate.” 


The European Economic Community”° 


The long-range economic goals of the 


| six-nation European Economic Com- 
/ munity (EEC) are, briefly, to eliminate 


restrictions on the free flow of goods, 


| capital, labor, and technology between 


member nations, and to adjust external 


tariffs (against the outside world) to a 
common basis.?? Internal tariffs, those 


prevailing between members, will even- 


| tually be reduced to zero. Since Ger- 


many now has one of the lowest 
internal tariff structures, the economic 
impact of tariff elimination will be less 
than in other nations having initially 


higher internal tariffs than Germany 


(such as France and Italy). The ques- 


tion of which countries will suffer most 


The six nations making up the EEC 


are Germany, France, Italy, Netherlands, 


Belgium, and Luxembourg. 

4 For a complete explanation of the goals 
of the Rome Agreement see American Man- 
agement Association, The European Com- 
mon Market (New York: 1958). 
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from internal reductions hinges to a 
large extent on the elasticities of de- 
mand and supply in each of the mem- 
ber nations with respect to the elastic- 
itles of the other member 
nations. The subject of tariff reduc- 
tions is exceedingly complex. The inter- 
action of elasticities and the effects of 
higher factor demand lead to even 
broader problems which, unfortunately, 
are far beyond the scope of this paper. 

The implications of tariff adjustments 
by “the six” for American exporters are 
tremendous. The initial effect will al- 
most certainly be a reduction in total 
United States exports to these nations. 
Demand for many products will be 
diverted from the United States toward 
other Common Market countries. Un- 
less American producers enjoy a 
monopoly for their products in the 
Common Market or unless these pro- 
ducers can lower their selling prices to 
Europeans, exports can be expected to 
decline. The impact of export losses 
will fall unevenly on American ex- 
porters. Some producers may be driven 
from the market; others may be forced 
to cut production or seek other export 
markets. The most popular alternative 
thus far has been the establishment of 
subsidiaries or branches or the conclu- 
sion of licensing agreements with firms 
already located in the Common Market. 
Larger American firms tend to estab- 
lish their own manufacturing facilities 
or to enter joint agreements with Euro- 
pean firms, and smaller American firms 
tend to prefer the straight licensing 
agreement. For firms unable to gain a 
foothold in Europe there still exists the 
long-range possibility that the United 
States government may conclude re- 


in each 
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ciprocal trade agreements with the 
European Economic Community in- 
stead of following the traditional prac- 
tice of concluding such agreements 
with individual nations. 

For firms fortunate enough to get 
inside the Common Market the outlook 
is exceptionally good. With the removal 
of barriers to the free flow of capital, 
labor, and goods, there will be a tend- 
ency for interest rates, wage rates, and 
the prices of goods to move toward 
some common level. With restrictions 
removed it will be possible for 
manufacturers to decentralize their op- 
erations. Component parts.of a product 
could be produced in areas or countries 
where economic conditions would be 
most favorable for their production.?? 
In short, this involves an expansion of 
the “regional specialization” approach 
to manufacturing, which would ignore 
national boundaries, as opposed to the 
“national specialization” concept. In 
the past, the “regional” approach has 
frequently been limited by national 
boundaries when specialization would 
otherwise have developed along the 
most economic lines. 


* Consider the method employed by Inter- 
national Business Machines to circumvent 
the European tariff problem. IBM manu- 
factures components of one of its chief prod- 
ucts in eight different countries. Each of 
the plants located in the various “countries 
produces enough of its special component 
for the total eight-country market and ex- 
ports the rest to the other seven plants. The 
final product is then assembled by each of 
the eight plants with the components re- 
ceived from the other seven. ‘While this 
approach may be more costly in some ways, 
the total production costs for all eight coun- 
tries is probably lower.” See Charles E. 
Silberman and Lawrence A. Mayer, “The 
Migration of U. S. Capital,” Fortune, Vol. 
57, No. 1 (January, 1958), p. 225. 


The German Investment Climate | 


Throughout the postwar period the’ 
German economy has grown at a re-4 
markable rate. The export sector has 
been particularly strong, giving rise to) 
very large foreign exchange reserves.. 
The existence of dollar and gold re-- 
serves has made it possible for the Ger-! 
man authorities to free transfers of! 
earnings and capital to the United! 
States. In addition, German taxes have: 
not been excessive (the present rate is} 
51 percent). The general health of the: 
economy, a strong external position,, 
and a well-defined, non-discriminatory ’ 
tax policy have created a very attrac-: 
tive economic environment in which to) 
invest. | 

German policy toward foreign in-: 
vestors may at best be defined as vague, , 
if not indifferent. In general, American. 
firms receive the same privileges and. 
have the same obligations as domestic 
firms. Once established, American. 
firms appear to receive courteous treat- 
ment by authorities. New firms, those: 
contemplating the construction of 
wholly owned subsidiaries or branches, 
have on occasion been shown some hos- 
tility. This hostility stems more from 
pressure by German industrialists on 
government officials than from the offi- 
cials themselves. Investment in areas 
where German technology is weak is 
usually preferred, and such investments 
are felt to be more desirable when 
German firms participate. The giant 
American subsidiary, backed by the 
parent’s reserves, represents a potential 
threat to domestic control of any partic- 
ular industry in Germany. For this 
reason a strong dislike has developed 
for investments likely to produce iiber- 


_ fremdung 
@tion’’) . 


POSTWAR U.S. INVESTMENTS IN WEST GERMANY 43 


(literally, ‘‘overforeigniza- 
The welcome shown American 
firms shows no sign of warming. In the 
words of four leading observers of 


_ German developments: 


In Germany where there is some fear of 


_ domination by American capital, licensing 


will be the preferred method of U. S. 
participation, since it will leave German 
industry stronger without diluting _ its 
equity.” 

Thus it appears that France has joined the 
Benelux countries in the race to attract 
investment by United States free entry into 
branches or subsidiaries; . . . Italy also 
has the welcome flag out; and of the six 
EEC countries only West Germany seems 
a bit lukewarm.” 

The government of the Federal Republic 
is making no attempt to attract American 
or other foreign capital into the Federal 
Republic.” 

German officials will deny it but they 
aren’t laying out the red carpet.” 


Conclusions 


On the basis of information obtained 
from approximately 42 percent of all 
American petroleum and manufactur- 
ing interests in West Germany, it may 
be concluded that these firms are well- 
integrated with the general pattern of 
growth, financing, and orientation prev- 
alent in postwar Germany. In several 
other respects, however, American in- 
vestment has been unique. Among the 


** Emile Benoit, “Profit Prospects for U.S. 
Business in the European Common Market,” 
Export Trade, November 24, 1958, p. 21. 

4 <“France Making Strong Bid As EEC 
Location for U. S. Industry,” Export Trade, 
Sane 1, 1959, p. 64. 

* Donald B. Calder, “American Business 
in Germany,” International Markets, Vol. 
10, No. 10 (October, 1956), p. 28. 

TJ. S. Firms Cash in on West Germany’s 
Boom,” Business Week, July 27, 1957, p. 
106. 


distinguishing characteristics are the fol- 
lowing: (1) American capital has been 
attracted primarily to the petroleum 
and heavily capitalized manufacturing 
industries. (2) Low labor costs prob- 
ably do not represent the major invest- 
ment incentive, a contention supported 
by the observation that only 12 percent 
of the respondents to the survey men- 
tioned low labor costs as a factor. The 
majority of respondents (61 percent) 
mentioned the advantages of manufac- 
turing in close proximity to the foreign 
markets. (3) Earnings on American in- 
vestments in Germany have been higher 
than the average for American invest- 
ments in all European countries, and, 
as evidenced by the survey, about 66 
percent of reporting firms have earned 
returns equal to or in excess of returns 
on similar ventures in the United States. 

The contribution of American-owned 
firms to the German economy has been 
far in excess of what the total book 
value of these firms might suggest. A 
good estimate puts the contribution of 
American firms to Germany’s GNP at 
approximately $2.7 billion per year (5 
percent of total GNP in 1958). It is 
also estimated that American firms have 
over 400,000 German employees (2 per- 
cent of the German labor force in 
1958) and that these firms pay $663 
million yearly in wages. In the area of 
foreign trade the contribution of Ameri- 
can firms to Germany’s foreign ex- 
change earnings has been sizable and 
positive. In view of the statistics pre- 
sented here it may generally be said 
that in the postwar period both the 
investor and the host country have 
benefited from the presence of Ameri- 
can firms in Germany. 
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Despite past successes, the future 
holds little promise that a favorable 
“climate” will continue to lure Ameri- 
can capital. The German dislike for 
“overforeignization” may result in legis- 
lation designed to regulate foreign in- 
vestments. Although the danger of 
such legislation is slight at present, a 
new administration, one inclined per- 
haps to be more nationalistic, may suc- 
cumb to pressures from German indus- 
trialist groups. The consequences of 
possible regulatory action would, at 
most, limit the participation of Ameri- 
can business in German firms to part- 
nerships or joint ventures in which 
American interests provide technology 
and product innovations and German 
interests provide the major part of re- 
quired capital (sufficient to maintain 
control of the enterprise). 


With few exceptions, American firms |} 
must be prepared to enter manufactur- |) 
ing in Germany in one of two ways: }j 
(1) They may “buy into” existing Ger- |} 
man firms where large capital outlays |} 
are necessary to produce at competitive 
prices. (2) Particularly in the case of 
small firms with unique processes or 
products which are unable to command 
funds for large-scale manufacturing, |} 
they will find licensing agreements and/ |} 
or joint ventures preferable to complete |} 
ownership. - 

There has been in the past decade a |} 
trend toward industrial balance among | 
the members of the EEC which shoul 
result in more intense competition for 
markets, both European and _ foreign. 
As a consequence, American firms will 
face a challenge of considerable mag- | 
nitude. | 


For More Adequate Measurement of 
Unemployment: A Comment 


Joun B. ParrisH 
Professor of Economics, University of Illinois 
AND OTHERS* 


IN AN ARTICLE, “For More Adequate 
Measurement of Unemployment,” in 


the November, 1959, Current Economic 


Comment, Philip Eden, economist, In- 
ternational Longshoremen’s and Ware- 
housemen’s Union, argues that the 
nation’s official unemployment esti- 
mates as published by the United States 
Bureau of the Census are “too low.’ 
“More adequate” measurement would 
have raised unemployment estimates by 
as much as 40 percent in some months 
of the 1957-58 recession. If true, this 


* This paper was prepared in the grad- 
uate seminar, Economics-LIR 444, ‘The 
Labor Market.” Members contributing were 
Neil Collins, Adolph Mark, Louis Rittschof, 


and Karl Sauber. 


* Monthly Report on the Labor Force was 
published monthly from 1940 until July, 
1959, by the Bureau of the Census, U. S. 
Department of Commerce. On that date 
responsibility for its publication was trans- 
ferred to the Bureau of Labor Statistics, 
U. S. Department of Labor. The word 
Census is used in this paper instead of BLS 
to maintain consistency with Mr. Eden’s 
presentation. Currently labor force statistics 
are still compiled by Census under contract 
with BLS. The data are included in the 
BLS monthly report, Employment and 
Earnings. 


is indeed underestimation of consider- 
able magnitude. This paper will ex- 
amine the reasonableness and implica- 
tions of Mr. Eden’s methodology. 

In joining the “too low” school, Mr. 
Eden adds two other groups of unem- 
ployed to the published Census figures.” 


* “Correcting” census unemployment esti- 
mates is not a new activity. Russ Nixon 
and Bruce Waybur of the United Electrical, 
Radio and Machine Workers of America in 
a mimeographed report entitled National 
Unemployment Estimates (Washington: the 
Union, 1949), adjusted Census monthly 
estimates for 1949 upward by as much as 
35 percent or roughly the “correction” of 
Mr. Eden. They did so by (1) shifting per- 
sons on temporary layoff and waiting to start 
new jobs from the Census classification ‘‘em- 
ployed” to the “unemployed,” (2) estimat- 
ing that about 15 percent of persons working 
part time (less than 15 hours a week) 
should be classified as unemployed, and 
(3) shifting workers in the “fringe” areas 
of employment to unemployed status. See 
also Russ Nixon, ‘Correction of Census 
Bureau Estimates of Unemployment,” Re- 
view of Economics and Statistics, Vol. 32, 
No. 1 (February, 1950), pp. 50-55. This 
same approach was presented again in 1954 
in greater detail by the United Electrical 
Workers. See U. S. Congress, Joint Com- 
mittee on the Economic Report, January 
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One group consists of the “hidden” 
unemployed. The “hidden” unemployed 
in a recession period are those who were 
in the labor force earlier in good times 
but who in recession are classified by 
the Census as outside the labor force 
because they neither have jobs nor look 
for jobs. Why don’t they look? Mr. 
Eden says it is because they are dis- 
couraged. The job search is not worth- 
while. They “know” there are no jobs 
for them —so why look? Their with- 
drawal from the labor force is more 
apparent than real. It is involuntary. 
Their desire and need for work is 
“hidden.” Therefore we should esti- 
mate the number of these “hidden” 
people and add them to those persons 
who are also out of work but who con- 
tinue to actively seek employment. 

The second ILWU addition to Cen- 
sus unemployment figures involves the 
involuntarily underemployed. If two 
persons are involuntarily working only 
20 hours each per week (instead of 40 
hours each) they would both be classi- 
fied as employed (part time). This, 
says ILWU, is a kind of labor market 
schizophrenia. They are half employed 


1954 Economic Report of the President, 
Hearings, 83rd Cong., 2nd Sess., pp. 806-20. 

In 1951 Thomas K. Kitch in “The Mean- 
ing and Measurement of ‘Full’ or ‘Maximum’ 
Employment,” Review of Economics and 
Statistics, Vol. 33, No. 1 (February, VODs 
estimated time lost through both unemploy- 
ment and underemployment as a ratio of 
total time that could have been offered to 
the economy, 1947-49. 

More recently Peter Henle, Assistant 
Director of Research, AFL-CIO, presented 
a case for unemployed equivalents to be 
published along with the regular Census 
report. See U. S. Congress, Joint Economic 
Committee, Employment, Growth and Price 
Levels, Hearings, 86th Cong., Ist Sess., pp. 
521-26. 


and half unemployed. Actually both — 
are underemployed, and the amount of | 
this underemployment should be meas- 
ured. In this case the two workers, each 
involuntarily underemployed by 20 
hours a week, should be considered the 
equivalent of one fully employed and 
one fully unemployed person. The lat- 
ter should be added to the regular 
Census count of unemployed with no 
hours of work per week. 

On the surface both of the above 
adjustments seem plausible enough. Yet 
their conceptual basis and their specific 
application to the 1957-58 recession; 
raise some very serious questions. We 
shall consider the two adjustments in 
turn. 


“Hidden” Unemployment 


The ILWU adjustment for “hidden” 
unemployment is built upon two value 
judgments. One is an assumption that 
the labor force is inelastic in the short 
run so that any decline in labor force 
size from a “norm” may be said to 
represent workers who really want and 
need jobs but who have temporarily 
“hidden” themselves away from active 
job-seeking because they are convinced 
there are no jobs to be found. The sec- 
ond judgment is that 1956 is an appro- 
priate year for determining the propor- 
tion of the population “normally” in 
the labor force under conditions of 
high-level employment. 

Is the assumption of labor force in- 
flexibility a reasonable one? In the long 
run the answer appears to be a qualified 
“yes.” Since projections are based on 
demographic factors and slow changes 
in the participation rate of the popula- 
tion, they do give the appearance of 
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Table 1. Annual Labor Growth, 1950-58 


Ann 
psa Year-to- | Percent 
total labor ioe of popu- 
Year force® change lation 
in labor 
(thousands) force? 
OEY aaa 71,284 +538 58.5 
(VSS E ces ema 70,746 +359 SSeT 
BO56.. 5... 70,387 | +1,491 | 59.3 
ios... 68.896 | +1,077 | 58.7 
TS ISY Se ree es 67 ,819 +457 58.4 
MBS pec ie 67 , 362 +952 58.5 
RO 2 66,410 +578 5Snid, 
Bont. 65.832 | +1,233 | 58.8 
$550... ... 642599 | +12028 | 58.4 
Arithmetic 
average 
1950-58..| 68,148 +857 X33. 7/ 


® Including armed forces. 

b Percent of noninstitutional population, 14 
years of age and over. 

Source: Gertrude Bancroft, The American 
Labor Force (New York: John Wiley, 1958), 
Table 8, p. 13; and U.S. Bureau of Census, 
Current Population Reports, Labor Force, 
Series P-50, Annual Reports on the Labor Force, 
Nos. 85 and 89. 


smooth steady growth. For the years 
1955-60 the Census in 1952 projected 
an annual growth of about 865,000.* 
This was remarkably accurate, as is 
shown in Table 1. The actual average 
annual growth, 1950-58, was 857,000. 
But what of short-run, year-to-year 
change? The evidence in Table 1 
points rather convincingly to very 
marked flexibility. In some years during 
the period 1950-58, the labor force 
grew by over 1.0 million annually. In 
other years it grew by less than half a 
million. The most striking variation 
in growth occurred in the very two- 


34 Projected Growth of the Labor Force 
in the United States Under Conditions of 
High Employment: 1950 to 1975, U. S. 
Bureau of the Census, Current Population 
Reports, Labor Force, Series P-50, No. 42, 
December 10, 1952, Table 2, p. 7. 


year period which Mr. Eden chose to 
use in applying a proposition based on 
inflexibility. 

In 1956 the labor force increased by 
nearly 1.5 million, an unprecedented 
increase and one which was nearly 
twice the projected “normal” increase. 
But in 1957, growth dropped to 360,- 
000, the smallest in the decade, less 
than half of “normal” and less than 
one-fourth the growth in this base year 
of 1956. 

The reasons for short-run labor force 
flexibility lie beyond the scope of this 
paper.* But the evident fact of its 
existence raises some very serious ques- 
tions about a proposition based on the 
assumption of inflexibility. 

What of 1956 as the year in which 
to select a “norm” for the population’s 
propensity to be in the labor force? 
Civilian employment in 1955 experi- 
enced an extraordinary growth, rising 
from 60 million in the beginning to 64 
million at the end. This meant that the 
nation moved into 1956 with an extraor- 
dinarily high level of employment, at 
least relative to preceding years. 

Can the 1956 labor force participa- 
tion rate of 59.3 percent be considered 
as a “norm” or does it appear to have 
been “atypical” in the light of preced- 
ing and following years? The answer 
is provided in Table 1. 


* Both secular and cyclical factors are in- 
volved. The evidence appears adequate to 
support the view that the labor force under- 
goes unusual expansion in a period of un- 
usual business boom. Behavior of the labor 
force in recession is not so certain. For an 
excellent discussion of above-average expan- 
sion in cyclical upswings and “borrowing 
from the future” see Ewan Clague, testimony 
in Employment, Growth and Price Levels, 
op. cit., pp. 472-80. 
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Table 2. Unemployment in the United States as Estimated by U. S. Bureau of Census, | 
the International Longshoremen’s Union, and Others, by Months, 1957-58 


(In thousands) 


See nnnnnnnEEEET EET 


Adjustment 
ILWU ILWU ILWU using Estimated 
Census adjustment | adjustment total “normal” over- 
Year and unem- for “hidden | for “‘under- | adjusted partici- employed 
month ployed* unem- employed’’* unem- pation rate | equivalents® 
ployed’? ployed* of 58.7° 
(1) (2) (3) (4) (5) (6) 
TOE Seis ere aes 5 Oc 2 Beil 0 924 3,475 
1957 
i Bineaet a Rat 3,244 619 986 4,849 3,142 6,009 
Rebs. iSeeiea.a% 3), Ail 204 WACO 4,342 2,623 5,700 
IMiatrais-as: 2,882 Pal 1,089 4,190 250) 6,261 
JN Oe See eae 2,690 462 1,062 4,214 2,441 6,149 
Miayrian cs: Pe fils) 684 1,088 4,487 PSL 6,214 
IRONS Sc ioloe Be Soe 532 1,251 5,120 35428 6,305 
BJullysertee = Sc 3,007 623 1,182 4,812 2,885 6,224 j{) 
PAU C eeerreey: 2,609 1,078 1,138 4,825 2,949 6,1 860m 
Sig Tso eee PASE? 978 976 4,506 2,801 65274 
Oct. 2,508 1,049 996 4,553 2,825 6,244 
INOVs/-cabes: of 3,188 1,149 928 5,265 3,609 5,862 
Dec Sy oes 941 1,166 5,481 35093 6,287 
1958 
ane soak: 4,494 868 15585) 6,897 4,651 5,635 
Feb. Bp il7S) 505 1,566 7,244 4,967 4,958 
INT anise, siege vais 5,198 587 19) 7,544 5,069 5220 
Apr.. 5,120 488 Ail 7,320 4,888 5,047 
INTE aetonae oe 4,904 52. 1,651 7,287 4,904 5,434 
AUC orsgs eae 5,437 1,066 1,720 S229) Bp / Se: 5,641 
JEU. comera 6c 5,294 1,434 1,489 eA 5,974 5 io 
INU one ac 4,699 1,041 L537 des Qa 4,994 5,378 
Septvemyes via: 4,111 1,468 1,252 6,831 4,842 5,784 
Oct. 3,805 1,429 Ale lear 6,411 4,494 5,843 
INGhoo.d a ie c 3,833 1,645 TOM, 6,495 4,742 5,465 
Dec 4,108 1,516 NEPA 6 ,839 4,893 6,007 


* Philip Eden, “For More Adequate Measurement of Unemployment,”’ Current Economic 
Comment, Vol. 21, No. 4 (November, 1959), Tables 1 and 2, pp. 27-28. 

> Method of computation same as used by Mr. Eden (Table 1, p. 27) except 58.7 percent 
substituted for his 59.3 percent. 

° Standard workweek of 40 hours subtracted from the midpoints of the ranges of hours 
over 40 each month. The remainder, representing man-hours of overemployment, multiplied 
by the number of nonagricultural workers in each hours interval; the product then divided 
by the standard of 40 to obtain overemployed equivalents for each month. Data from Table 9 


in each monthly report of U. S. Buréau of Census, Current Population Reports, Labor Force, 
Monthly Report on the Labor Force. 


For the nine-year period, 1950 to 
1958, excluding 1956, the range of 
labor force participation rates was from 
a low of 58.4 percent in 1950 to a high 
of 58.8 percent in 1951. Even includ- 
ing the unusually high figure for 1956, 
the arithmetic average of the annual 


averages for the period was 58.7 per- 
cent. Far from being the “last period 
of sustained full employment,” 1956 
seems to have been a most unusual 
year with a participation rate not 
equaled before or after in the decade. 

It would appear reasonable to re- 
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place Mr. Eden’s “atypical” participa- 
‘tion rate of 59.3 percent with the 
1950-58 average of 58.7 percent and 
apply this lower rate to the official 
Census figures. The result of course is 
a downward revision of ILWU’s esti- 
mates for each month. This is shown 
in Table 2 (column 5). 

When this more typical participation 
| rate is applied, it will be observed that 
the ILWU estimates are reduced to 
about the level of official Census figures 
| and in fact in some months fall below 
them. The point here is not to suggest 
that the participation rate of 58.7 per- 
cent be used to adjust Census figures, 
nor to indicate that official data are 
themselves more desirable. Rather, this 
hypothetical downward revision merely 
points to the fact that in the ILWU 
procedure, choice of base year and par- 
ticipation rate is critical, and that in 
making this choice Mr. Eden may have 
been something less than judicious. 


The “Underemployed” 


A number of objections may be made 
to Mr. Eden’s allowance for underem- 
ployment in which he translates persons 
working involuntarily less than 40 hours 
a week into fully unemployed equiva- 
lents. 

For one, the present Census policy 
of publishing the details of both em- 
ployed and unemployed permit one to 
use the data as building blocks in many 
different ways including the construc- 
tion of Mr. Eden’s unemployed equiva- 
lents. But if the data were published 
as Mr. Eden proposes in one adjusted 
unemployed total, then the useful ana- 
lytical details would be lost. Unless of 
course both Census details and some 


sort of adjusted total should be officially 
published simultaneously. This has 
been considered officially and proposed 
privately on numerous occasions in the 
past.° But the objections seem over- 
riding. The procedure would lead to 
almost certain confusion for the public. 
It would very likely result in acrimoni- 
ous statistical combat between the “‘too 
high” and the “too low” schools over 
which total unemployment figure was 
the “real” or “right” figure.® 

A second objection to the concept of 
underemployed equivalents is that it is 
self-defeating. Its use is apparently de- 
signed to emphasize the serious defi- 
ciency in aggregate demand for labor. 
In reality it does just the opposite. Mr. 
Eden’s critics will be quick to point 
this out. 

The introduction of an hours yard- 
stick is a two-edged sword. Mr. Eden 
found it useful to raise the count of 
unemployed via underemployed equiva- 
lents. But what of the overemployed? 
If one wishes to measure unemployment 
by means of a standard workweek 
then it is logical to compute overem- 


° See James W. Knowles, “Computation of 
Full-Time Equivalent Unemployment,” staff 
memorandum, in U. S. Congress, Joint Eco- 
nomic Committee, January 1958 Economic 
Report of the President, Hearings, 85th 
Cong., 2nd Sess., pp. 163-65. Mr. Knowles’ 
proposal would raise Census unemployed 
totals by about 25 percent. 

®*The Census has faced strong criticism 
that its unemployed total is much “too 
high”; that the total includes marginals, 
unemployables, ne’er-do-wells, floaters, and 
so forth. For criticism that the unemployed 
count also includes workers actually em- 
ployed see Congressman William H. Ayres 
(Ohio) in U. S. House of Representatives, 
Committee on Education and Labor, Unem- 
ployment Statistics, Hearings, 85th Cong., 
2nd Sess., pp. 38-39. 
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ployment equivalents. What happens 
when this is done is shown in column 6, 
Table 2. Persons who have “too many” 
hours, even in a recession, offset those 
who have “too few.” Eden’s equivalent 
technique boomerangs. His underem- 
ployment equivalents disappear and 
with them his “too low” argument. 

No one of course would seriously 
argue that because millions of persons 
have “too many” hours of work, we 
should not be concerned about those 
who have “too few.” The point of 
overemployed equivalents is to show 
that Mr. Eden’s technique shifts the 
1957-58 unemployment problem from 
one of unemployed persons to one of 
maldistribution of man-hours. The ag- 
gregate number of man-hours offered 
by the economy to the labor force in 
this recession was surprisingly high and 
by pointing to it Mr. Eden goes far to 
defeat his own purpose. He invites a 
statistical controversy which he cannot 
win and which would draw attention 
away from the very problem he pre- 
sumably wishes to emphasize. 

When one considers allowances for 
“hidden” unemployment and under- 
employment together, there emerges 
another, and perhaps even more sig- 
nificant, objection to the total ILWU 
procedure. Does it stand the test of 
experience as a meaningful medsure of 
labor force change? More specifically 
one might ask, If Mr. Eden’s estimates 
had been used for anti-recession policy 
making in 1957-58, would they have 
served the national interest? 

It will be observed from Table 2 
that Mr. Eden’s adjustments yielded an 
unemployment total of nearly 5.0 mil- 
lion in January, 1957. This would have 
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been about 7.0 percent of the labor 
force and would have suggested that 
federal policy should be alerted for 
major action in case unemployment 
rose higher.” After fluctuating around 
6.5 to 7.0 percent in the spring and_ 
summer months, Mr. Eden’s unemploy- 
ment estimates rose to about 8.0 per- 
cent of the labor force in the late 
months of 1957 and then up to 7.0 


million or 11.0 percent of the labor | 


force in early 1958. This would have 
called for a major anti-depression pro- 


gram under any reasonable interpreta- _ 


tion of the Employment Act of 1946.% 


Would this have been wise at this time? 
It would not. It would have been a 
major blunder. 


act. 


The recession of 1957-58 proved to 


be moderate and short. The primary 
factor was the liquidation of inventories 
which led the late Professor Sumner 
Slichter to point out early in 1958 that 
this liquidation had about run _ its 
course by the last quarter of 1957 and 
recovery should soon set in. It did. 
After leveling off for a few months, in- 
ventories started up again. By August, 
1958, unemployment, seasonally ad- 
justed, began to decline. Meanwhile 
employment had remained high in the 
entire nonmanufacturing segment of 
the economy. The cost of living rose 
right through the recession. Average 

‘Based on labor force size as determined 
by Census. 

* Unless, of course, one raises the mini- 
mum standard of a tolerable unemployment 
rate to a new and higher level, say, 8.0 per- 
cent or thereabouts. But if this is done then 


Mr. Eden’s adjustments would serve no 
purpose. 


It might well have — 
jeopardized the future usefulness of the 


aor 


weekly earnings 
workers reached a new high as early as 
September, 1958. Construction. con- 
tracts reached an all-time high in June, 
1958. 


Under these circumstances a massive 


| Injection of deficit spending dollars by 


the federal government early in 1958 


} would have taken effect just about the 


time recovery was well advanced. 
‘Little new employment would have 
been created. Price inflation would 
have been the principal result. The 


| government’s action would have looked 
} foolish to everyone including organized 
} labor. 


Next Steps in Labor Force 
Measurement 


One final over-all objection may be 


/made to the ILWU approach to the 
/ measurement of unemployment. It di- 
| verts attention from the real and press- 
| ing needs in labor force statistics. 


Twenty years’ experience with pres- 


' ent labor force measurement tech- 


niques indicates we are reasonably well 
equipped to measure aggregate unem- 
ployment of the magnitude experienced 
in the 1930’s. This is a major accom- 
plishment for which federal labor econ- 
omists may take a full measure of credit. 
But it is just a beachhead. We need to 
take the next steps toward better under- 
standing of our human resources. Five 
needs stand high in order of priority. 
(1) There is the need for continued 
refinement of basic concepts and classi- 
fication. Present concepts have evolved 
over time from experience, experimen- 
tation, study, criticism, and need.° Pos- 


° Philip Hauser, “The Labor Force and 
Gainful Workers — Concept, Measurement, 
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sible alternative improvements have re- 
cently been or are currently under study 
and review both in and out of govern- 
ment.*° Several appear promising. They 
would go far toward meeting the criti- 
cism, or at least the needs, of the “too 
low” school without breaking the con- 
tinuity of the present labor force 
series.** 5 

(2) There is a need for greater study 
of the “why’s” of labor force character- 
istics. Understandably emphasis up to 
now has been appropriately on the first 
step in measurement: “what.” Now 
we need more qualitative information. 
To illustrate: in 1957 the average level 
of unemployment was 3 million. The 
number of different persons experienc- 
ing unemployment at some time during 
the year totaled 11 million. This large 
number would have been even higher 


and Comparability,’ American Journal of 
Sociology, Vol. 54, No. 4 (January, 1949), 
pp. 338-55; and U. S. Bureau of the Census, 
Concepts and Methods Used in the Current 
Employment and Unemployment Statistics 
Prepared by the Bureau of the Census, Cur- 
rent Population Reports, Series P-23, No. 5, 
May 9, 1959. 

*U. S. Bureau of the Budget, Office of 
Statistical Standards, Interim Report of the 
Review of Concepts Subcommittee to the 
Committee of Labor Supply, Employment 
and Unemployment Statistics; Conference of 
the Universities-National Bureau Committee 
for Economic Research, The Measurement 
of and Behavior of Unemployment (Prince- 


ton: Princeton University Press for the 
National Bureau of Economic Research, 
1957). 


™ Especially the recommendations of Ger- 
trude Bancroft which would change the 
present two-way classification of employed 
and unemployed into a logical three-way 
break: employed, partially unemployed, and 
totally unemployed. See her discussion in 
The Measurement and Behavior of Unem- 
ployment, op. cit., pp. 97-99. 
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had it not been for the “repeaters.”*” 


Who are these people? Why do they 
have this kind of labor market experi- 
ence? To illustrate in a different area: 
we know the participation rate of 
women in the middle-income families 
has increased steadily in the last decade. 
Why? Are economic or noneconomic 
factors or both involved? We know 
very little about this kind of behavior. 
Research in this area has been quite 
elementary and our measurement tech- 
niques now are not much better than 
they were twenty years ago.*® 

(3) There is a need for greater 
selectivity in labor force statistics, espe- 
cially by local labor market area. Until 
recently major emphasis of measure- 
ment techniques has been on national 
aspects. But postwar unemployment 
has been highly selective by age groups, 
industry, and area. The year 1959 was 
one of strong recovery in almost all 
parts of the economy. Yet in July, 17 
major labor market areas and 53 
smaller ones were areas of serious sur- 
plus labor supply, i.e., had unemploy- 
ment rates at least 50 percent above the 
national average during four of the five 
preceding years..* We need to know 
about the total labor force and non- 
labor force in these communities as well 
as the number of employed and unem- 

*U. S. Congress, Joint Economic Com- 
mittee, The Extent and Nature of Frictional 
Unemployment, Study Paper No. 6, pre- 


pared by the Bureau of Labor Statistics, 
86th Cong., Ist Sess., p. 32. 

* Gertrude Bancroft, ‘Factors in Labor 
Force Growth,” paper presented before the 
American Statistical Association, Washing- 
ton, D. C., December 27, 1959. 

“The Labor Market and Employment 
Security Review, August, 1959. 
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ployed.** Past experimentation should 
provide a basis for expanded explora- 
tion of local labor force statistics. | 

(4) There is the need for better un- 
derstanding of the labor force potential. 
This would include the so-called sec- 
ondary or temporary labor force con- 
sisting of those persons not regularly 
and permanently in the labor force but 
who move in and out over time.*® This} 
suggests a tertiary force consisting of’ 
those who have not been in the labor! 
force and do not plan to enter it, but} 
who would do so if wages, hours, and. 
job opportunities were sufficiently avails 
able and attractive. Another very large) 
group is the underemployed force con- 
sisting of persons who are fully em- 
ployed but are working at low pro- 
ductivity jobs far below their existing or 
potential capabilities.” : 


* This country has done little in program- 
ming for selective unemployment. One rea- 
son may be our limited amount of selective 
labor market statistics. See William H. 
Miernyk, “British and American Approaches 
to Structural Unemployment,’ Industrial 
and Labor Relations Review, Vol. 12, No. 1 
(October, 1958), pp. 3-19. A beginning 
toward better local labor market analysis for 
problem areas has been made with U. S. 
Department of Labor, Bureau of Employ- 
ment Security, Chronic Labor Surplus Areas, 
Experience and Outlook, July, 1959; and 
U. S. Congress, Joint Economic Committee, 
The Structure of Unemployment in Areas of 
Substantial Labor Surplus, Study Paper No. 
23, prepared by the Bureau of Labor Statis- 
tics, 86th Cong., 2nd Sess. 

For a provocative exploratory paper see 
Richard C. Wilcock, “The Secondary Labor 
Force and the Measurement of Unemploy- 
ment,’ The Measurement and Behavior of 
Unemployment, op. cit., pp. 167-210. 

“Louis J. Ducoff and Margaret J. 
Hagood, “The Meaning and Measurement 
of Partial and Disguised Unemployment,” 
The Measurement and Behavior of Unem- 
ployment, op. cit., pp. 155-66. 


ADEQUATE MEASUREMENT OF UNEMPLOYMENT a) 


(5) There is the need for greater 
- coordination of and perhaps reorgani- 
zation of present federal publication 
procedures. At one time the three 
major federal statistical staffs in the 
field of monthly labor market statistics 
were in separate departments of the 
government. This led to constructive 
rivalry. The professionals of each were 
forced to exploit their respective tech- 
niques to the fullest. They were kept 
active in experimentation to meet fu- 
ture needs and secure congressional 
approval. But this arrangement also 
led to confusion, especially on the part 
of nonprofessional users of the statistics. 
Today all three staffs are in one agency, 
the United States Department of La- 
bor.*® Despite this fact it is still neces- 
sary for anyone desiring even a limited 
study of the nation’s labor market to 
consult three major monthly journals 
and numerous mimeographed releases.*® 
It would be a reasonable expectation 
that all labor market statistics could be 
combined into one “Monthly Labor 
Market Review” and that the vast 
range of materials falling into the 


#8 Administratively the Census staff is still 
in the Bureau of Census, U. S. Department 
of Commerce, but under contract to collect 
and tabulate the monthly report on the labor 
force which is then published by the Bureau 
of Labor Statistics, U. S. Department of 
Labor. 

0” Monthly Labor Review, Employment 
and Earnings (including the former Monthly 
Report on the Labor Force), and The Labor 
Market and Employment Security Review. 


union-management orbit could be pub- 
lishéd in a separate “Monthly Indus- 
trial Relations Review.” 


Conclusion 


Mr. Eden says Census unemployment 
estimates are “too low.” The case he 
presents in support of this claim is not 
very convincing. An assumption of 
labor force inflexibility seems unsup- 
ported by the evidence. The selection 
of a single year as a basis for establish- 
ing a “normal” labor force participa- 
tion rate of the population under 
conditions of high-level employment is 
open to serious question. The selection 
of 1956 as this single year appears par- 
ticularly inappropriate. 

The development of underemployed 
equivalents using 40 hours as a standard 
changes the nature of the 1957-58 un- 
employment problem from one of over- 
all deficiency in labor demand to one 
of maldistribution of man-hours. This 
does not support the “too low” school 
of critics. 

The best test of any measurement 
technique is use. Had the ILWU ad- 
justments been used for evaluating 
unemployment in the 1957-58 recession, 
it is very doubtful that the interest of 
either the public or organized labor 
would have been promoted. Yet if the 
final result of this and other criticism 
is more useful and meaningful labor 
force statistics, then Mr. Eden’s paper 
will have served a very useful purpose. 


For More Adequate Measurement of 
Unemployment: A Reply 


Pump EDEN 


Economist, International Longshoremen’s and Warehousemen’s Union 


Ir 1s Goop that Professor Parrish and 
his associates have joined the debate on 
the adequacy of the official figures on 
unemployment. I welcome their com- 
ments, for such debate is the necessary 
crucible from which the truth may 
emerge. In this case, the truth, we 
hope, will be a more accurate picture 
of unemployment than we now have, 
something which I believe is as much 
desired by Professor Parrish and _ his 
colleagues as by me. 


Hidden Unemployment 


The concept of “hidden unemploy- 
ment” is a sound one despite the gentle 
scoffing of Professor Parrish. It actually 
does happen that workers who are in 
need of jobs are not counted as “un- 
employed,’ but rather as “not in the 
labor force.” How this happens was 
described clearly enough in my first 
article. This tendency of the Census 
Bureau and the Bureau of Labor Statis- 
tics to drop certain unemployed workers 
out of the labor force is perhaps a 
major reason why the labor force par- 
ticipation rates go up in good times and 
down in bad times. 


If, for example, we reproduce Pro-, 
fessor Parrish’s Table 1 and merely add | 
the years 1948 and 1949 so as to get a _ 
more complete picture of the entire 
post-World War II period, is it not © 
immediately evident that the labor 
force expands in a series of waves, the 
crests being the boom periods and the 
troughs the recession periods? Naturally, 
the labor force participation rates. re- 
flect these surges. 

But it is hardly enough to look at 
these cyclical surges and to conclude, 
as Professor Parrish and his colleagues 
do, merely that the labor force is “flex- 
ible” over short periods of time. The 
question is, Why is it flexible in this 
particular way? 

I believe it is inescapable that the 
civilian population has in it more 
people who are willing to work if pay 
and working conditions are favorable 
than the Census and BLS normally con- 
sider to be in the labor force. The 
obvious example is the peak year dur- 
ing World War II. In 1943, 63.1 per- 
cent of the civilian population partici- 
pated in the labor force. 

Periods of high prosperity draw more 
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Table 1. Annual Labor Growth, 1948-58 


average, | Yeast | Recent 

Year Bora a change lation 

in labor 

(thousands) force? 
SS) 71,284 +538 58.5 
| SEG Sean Men 70,746 +359 Soin 
MOD Gite oS. 70,387 +1,491 ING) 
| OS eee 68 ,896 +1 ,077 Lysis 
OEY ris 67 ,819 +457 58.4 
OES A eee 67 ,362 +952 58.5 
Sy aeeaaee 66,410 +578 Skea If 
‘DGS eae are 65,832 +1 233 58.8 
B95 Oh ccandives 64,599 +1 ,028 58.4 
(SYS ae 63\,501 +822 58.0 
M948 Sd. 62,749 +1,141 57.8 


* Including armed forces. 

> Percent of noninstitutional population, 14 
years of age and over. 

Source: Gertrude Bancroft, The American 
Labor Force (New York: John Wiley, 1958), 
Table 8, p. 13; and U.S. Bureau of the 
Census, Current Population Reports, Labor 
Force, Series P-50, Annual Reports on the Labor 
Force, Nos. 85 and 89. 


of the civilian population into the labor 
force. But the labor force does not 
automatically contract afterwards when 
a recession sets in. What actually hap- 
pens is that workers are laid off and try 
to find new jobs. New entrants into the 
labor force encounter difficulties in 
finding a job. In due course they get 
tired and stop looking and adopt some 
alternative status if one is available to 
them, e.g., student, housewife, or re- 
tired person. It is at this point that 
they are dropped out of the labor force 
by the Census and BLS. Had a reces- 
sion not set in, however, these persons 
would never have been laid off; the 
new entrants would have landed jobs 
more readily. Had peak prosperity con- 
tinued, they would have stayed in the 
labor force. They do not drop out 
voluntarily when a recession occurs; 
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they are forced out. Their adoption of 
an alternative status is involuntary. 

Now it is possible to take a some- 
what different view of this sequence of 
events. The Census and BLS take the 
view that these persons who come in 
during periods of full employment are 
“normally” not in the labor force and 
perhaps should not be. They consider 
them to be persons who normally would 
be students, housewives, or retired per- 
sons, and who come into the labor 
market only because it is unusually at- 
tractive. Such an influx is considered 
by them as an “over-draft” or a “bor- 
rowing from the future” or a movement 
from the secondary labor force into the 
primary labor force. The “normal” is 
something below these periods of 
“forced draft.” 

The nub of the problem is this: 
Would the labor force participation rate 
achieved during the year 1956, for 
example, have continued if economic 
conditions had continued at high and 
rising levels. I believe the answer is 
“yes” — at least for the short run.* 

The basic concept here is the con- 
cept of the “full employment labor 
force participation rate.” This is the 
extent to which the civilian population 
participates in the labor force during a 
period of full employment. For the 
period we are studying, this was ob- 
viously 1956. I did not choose 1956 


judiciously or otherwise; it chose itself. 


* The answer for the long run raises basic 
theoretical questions which are outside the 
scope of this paper. If we assume a long 
period of sustained high and rising economic 
activity, we also assume the solution of the 
problem of economic cycles. This is too 
large an assumption for me to be willing to 
make at this time. 
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If one intends to study a particular re- 
cession, the 1957-58 recession, there was 
only one previous period of full em- 
ployment — 1956. 

By definition, the concept of a “full 
employment labor force participation 
rate” must be limited to periods of full 
employment. When Professor Parrish 
and his associates substitute for this 
concept an average labor force partici- 
pation rate for the period 1950 to 1958 
inclusive, they miss the point. The 
period 1950 to 1958 includes years of 
boom and years of recession, all mixed 
up, and the average participation rate 
for the period as a whole has no mean- 
ing, at least not for the purpose of 
determining what the participation rate 
would be in a period of full employ- 
ment. 

The question whether the labor force 
participation rate in 1956 was abnor- 
mally high even for a year of full em- 
ployment is a separate question and 
perhaps deserves more detailed analysis. 
Of course, it should be expected to be 
higher than less prosperous years — 
which is all that Professor Parrish 
But if one looks at the labor 
force participation rates during periods 
of full employment for the entire post- 
World War II period, one does note a 
tendency for these rates to rise some- 
what. ‘ 

If we take the three peaks, for ex- 
ample, the participation rates were be- 
tween 57.8 and 58 percent in the 
1948-49 period, 58.5 to 58.8 percent in 
the 1951-53 period, and 59.3 percent in 
1956. In view of this tendency for the 
full employment labor force participa- 
tion rates to rise—a tendency which 
perhaps reflects deeper secular trends in 


proves. 


| 


labor force participation during periods | 
of full employment — the rate of 59.3 | 
percent in 1956 does not seem to be out > 
of line, or, if it is, not by very much. | 


Underemployment 


As I indicated in my original article, 
this is really not a question for serious 
dispute. The Census and BLS present — 
the data on hours worked and I have 
merely presented the same data in a 
somewhat different form. 

To be completely logical perhaps we | 
should convert all employment and un- 
employment into man-hours and let it, 
go at that. If we did this, the increase’ 
in hours of unemployment would be 
even greater than we have shown. 

I cannot be impressed with the con- 
tention that what I have proposed | 
might be confusing to the public. If | 
one is to take “confusion of the public” | 
as a determinant, one is likely never to 
make any change at all and even this 
would not end the confusion. I am 
sure that Professor Parrish’s own ex- 
planation of underemployment is clear 
and would be widely understood. 

But it does add considerably to the 
confusion to throw in a concept of | 
“overemployment” and to assert that — 
this more than offsets the “underem- — 
ployment.” 


A certain amount of overtime work | 
is probably unavoidable, particularly — 
during periods of full employment. 
Even though overemployment is dis- 
couraged as a matter of public policy | 
by the Fair Labor Standards Act and 
by the penalty overtime pay provisions 
of union contracts, if employers are 
willing to pay these penalty rates, over- 
time will be worked. 
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Table 2. “Underemployed” and 
“Overemployed” Equivalents, 1956-58 — 
ILWU Parrish 
estimate of | estimate of 
““under- “over- 
Wear employed” | employed’”’ 
equivalents | equivalents 
(thousands) 
DOR cen se. BUinclod 3 924 6,352 
SE ee ee 1,073 6,142 
DO eee 1,469 5,467 
Net change, 1956 
FOOD Sine ee +545 —885 


2 Computed by author using Professor Par- 
rish’s method of computation. 


But this overemployment is volun- 
tary. The underemployment which we 
are counting, however, is involuntary. 


To offset the one against the other 
makes as little sense as cutting a baby in 


half to satisfy two claimants. 

Moreover, as Table 2 shows, there is 
a decided tendency during recessions for 
part-time work to increase and for 
overtime work to decrease. The move- 
ment is therefore not an offsetting one, 
but a movement in the same downward 
direction. 

I should add that my proposal to 
convert part-time unemployment into 
full-time equivalents is hardly original. 
The Joint Economic Committee of the 
Congress has been keeping a monthly 
series of these computations for some 
time now; and the Senate Special Com- 
mittee on Unemployment Problems has 
been actively trying to get the BLS to 
explore some such method of measuring 
underemployment.? 

2U. S. Senate, Report of the Special 
Committee on Unemployment Problems, 


Senate Report No. 1206, 86th Cong., 2nd 
Sess., pp. 118-19. 
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Policy Implications 


Policy-makers are entitled to have ac- 
curate figures. If they do not, they 
cannot formulate sound policies. The 
present understatement of the extent of 
unemployment is used to justify a do- 
nothing policy. If the true magnitude 
of unemployment were known, it 
would be a force for the adoption of 
more positive policies by the govern- 
ment. 

The labor movement was and is still 
alarmed at the magnitude of unemploy- 
ment. The AFL-CIO has made the 
same basic criticisms as were put forth 
in my original paper. In addition, the 
AFL-CIO advanced a further criticism. 
They question whether the Census 
sample is truly representative, particu- 
larly in depressed areas of chronic 
unemployment.? 

Unemployment was and still is seri- 
Even now at the peak of another 
period of prosperity, we have an un- 
usually large core of chronic unem- 
ployment. In 1959 the official unem- 
ployment rate varied between 5 and 
6 percent. At the previous peak in 1956 
it was about 4 to 4.5 percent; at the 
1951-52 peak it was about 3 percent. 
These are official Census figures of the 
totally unemployed and they reflect 
almost a doubling of chronic unem- 
ployment at the peaks of prosperity 
since 1951-52. If the official figures are 
alarming, should not policy-makers be 
concerned if it turns out that these 
official figures are a substantial under- 
statement of the true picture? Perhaps 
the tempo of automation and techno- 


Ous. 


3 Wall Street Journal, November 20, 1959. 
Also see CIO-AFL, Get America Back to 
Work, p. 2. 
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logical displacement is far more serious 
than we have heretofore believed. 

This is not the place to argue the 
question of anti-recession policy by the 
government and what should have been 
done or not done to end the 1957-58 
recession. It serves no purpose for Pro- 
fessor Parrish and his associates to 
argue that ILWU figures would have 
led the government into taking positive 
measures to end unemployment and 
that this would have been a “major 
blunder.” 


We could contend with equal validity 


that the Administration committed a 
major blunder by failing to alleviate 
the distress of the unemployed in 1957-— 
58 and is now blundering in failing to 
face up to the challenge of widespread 
and chronic unemployment. 

To conclude, I believe it is important 
to emphasize that all I am proposing is 
the adjustment of the Census and BLS 
figures in order to make them more 
useful and meaningful. The proposed 
data should be regarded as supple- 
mentary to the present figures. | 


: 
: 
| 
: 
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The State and Economic Growth. 
Papers of a 1956 Conference, edited 
by Hugh G. J. Aitken. (New 
York: Social Science Research 


Council, 1959. Pp. x, 389. $3.75) 


Ten of these thirteen papers are case 
histories of economic growth, with 
growth loosely defined as increasing 
output per capita. “The state” is not 
defined, but the term evidently refers 


to political entities capable of patterni- 
zing the economy. Three general dis- 


cussions by the planners of the program 
complete the book. This group picked 
the cases to harmonize with a model 
which was submitted to the case stu- 
dents. Beyond this initial sampling of 
countries and periods, symmetry of 
treatment was merely suggested. 

The countries selected were the 
United States, Australia, Canada, Rus- 
sia, Manchuria, Germany, France, 
Switzerland, Turkey, and six grouped as 
Eastern Europe. Periods discussed vary 
widely in length and in location on the 
time axis of changing world economy 
and world politics. Note that five ex- 
amples of frontier expansion come first, 
representing a type of growth which 
belongs to the past. Three cases rep- 
resenting western Europe are similarly 
oriented, developments since the first 
World War being omitted or barely 
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mentioned. Notably absent are Britain, 
the Low Countries, and the typically 
Mediterranean lands. Manchuria is the 
only area wholly within Asia and the 
one treated as colonial. Africa and 
Latin America are not represented. 

In the model “autonomous” or 
laissez-faire patterns are contrasted with 
those “induced” by public intervention. 
“Expansionist” (frontier) and “intrin- 


ak} 


sic” (internal) growth make up a sec- 
ond dichotomy. “Dominant” and 
“nondominant” or “satellitic’ econ- 
omies (by implication growing ones) 
are contrasted, the first largely self- 
contained, the second relying heavily 
upon outside resources and markets. 
The three dichotomies are split and 
their terms recombined as categories. 
Thus the United States from 1820 to 
1860 is classified as expansionist, au- 
tonomous, and dominant. This is one 
of the best fits to the model. Note, 
however, that frontier expansion applies 
only to certain countries, during cer- 
tain times in the past, and that in this 
case internal or “intrinsic” develop- 
ment was inseparably associated with it. 
Also, “dominant” is misleading with 
reference to a westward movement 
which depended heavily upon outside 
markets, goods, and skills. Should 
Britain be called “satellitic” because of 
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basic dependence upon outside re- 
sources and markets? There is no place 
in the model for noncontiguous expan- 
sion by political means. 

The case studies are all workmanlike 
and illuminating. With one exception, 
they avoid the model or treat it gingerly 
as a dubiously helpful classification. 
The Manchurian case of colonial or 
injected patternization eludes a “de- 
cisions model” which is rejected by 
Peubens. He finds it generally unsuited 
to the explanation of processes best 
described as the pursuit of emerging 
opportunities by varied public and pri- 
vate agencies. These are viewed as 
typically cooperative within accepted 
divisions of labor rather than as strug- 
gles between laissez-faire and interven- 
tionism. 

_ Carter: traces the continuity of Rus- 
sian industrialization and state inter- 
vention from 1890 to 1939, across a 
Bolshevik revolution which radically 
shifted emphasis. Spulber’s treatment 
of six “peoples’ democracies” is com- 
parable in outlook but restricted to 
contemporary times. Examples of 
sound work could be multiplied, space 
permitting. Spengler’s “summary and 
interpretation” is in effect a review, 
many times the length of this one. It 
helps to coordinate the book and might 
well be read first. 

Hartschorne’s general discussion of 
unevenly distributed resources among 
“state areas” is oriented to the con- 
temporary world situation. This limita- 
tion makes it feasible to touch upon 
conditions outside the areas covered by 
the case studies. The paper is critical 
of the model for application to a sub- 
ject matter which does not involve 
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| 
concern with comprehensive explana-: 
tions of history. | 
In the reviewer’s opinion, the book. 
deserves to be widely read. It sheds, 
light on familiar cases which are often 
carelessly referred to as examples of | 
successes or failures without noting 
that these need not be expected under 
different conditions. A special merit is 
the examination of cases which will be 
less familiar to many readers. The 
program was not oriented to planning 
or prediction, as Spengler makes clear 
in a modest and critical appraisal of — 
the results. | 
M. M. Knicut 


University of California (Berkeley) 


Public Housing in Action: The Record 


i 


in Pittsburgh. By Robert K. Brown. 


(Pittsburgh: University of Pitts-— 
burgh Press, 1959. Pp. xv, 1072 
$3.00) 


If one is interested in certain statistics 
relating to the public housing program 
in Pittsburgh — mainly characteristics 
of the units and their financing plus 
some data concerning the Pittsburgh 
housing stock — he will find them con- 
veniently assembled in this little book. 
There is also an attempt to measure 
the difference between the payment in 
lieu of taxes made to the city by the 
Pittsburgh Housing Authority and the 
local property taxes which would have 
emanated from the housing which the 
project residents presumably would 
have occupied had there been no public 
housing. The measurement indicates 
that the payment in lieu of taxes is the 
lesser amount and that public housing 
thus represents an immediate tax loss 
to the city. This is hardly a surprising 
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} result given the nature of the public 
housing formula. What is surprising is 
the author’s evident belief that this 
result constitutes some sort of indict- 
ment of the public housing program. 
On page 66 he states: 

The results of this analysis indicate the 
following reasonable conclusion: public 
housing is not bearing its fair share of the 
cost of municipal services furnished to the 
project tenants. That the slum areas are 


not paying their fair share either is an 
accepted fact and one of the cardinal rea- 


+ sons for eliminating slum areas from the 


city. Therefore, that which replaces the 
slum dwelling should alleviate this condi- 
tion. Yet the study results indicate that 
public housing projects require a larger 
subsidy than the slum housing area. 

After a brief chronology in Part I 
of the legislative evolution of the pub- 
lic housing program, including a dis- 
cussion of the change in its objectives 
from depression recovery to welfare, 
the author devotes Part II to a recita- 
tion of facts and figures concerning 
local housing conditions and the public 
housing program in Pittsburgh. Most 
of the information is drawn from the 
records of the Housing Authority or, in 
the case of housing conditions, is based 
on census data and material compiled 
by the Pittsburgh Housing Association. 

In Part III—“Conclusions and 
Recommendations” — the author pro- 
nounces the public housing program a 
failure, mainly on the puzzling grounds 
that the number of units built has fallen 
far short of the needs. No serious at- 
tempt is made to indicate or defend the 
magnitude of the alleged needs. ‘The 
author then proposes as an alternative 
a combination of code enforcement, 
liberal financing, and rent certificates. 


The economic aspects of these devices 
are treated very lightly along familiar 
lines. Little attempt is made to relate 
the analysis of Part III to the empirical 
material in Part II. For the most part, 
the critical questions involved in an 
evaluation of the public housing pro- 
gram are hardly mentioned, if at all, 
either in a nationwide context or on the 
local “case history” level of the study. 


A. H. ScHaar 
University of California (Berkeley) 


Measurement: Definitions and Theories. 
Edited by C. West Churchman and 
Philburn Ratoosh. (New York: 
John? Wiley,-1959.. (Pp. -yiny 273 
$7.95) 


A symposium may be an organized 
battle between well-defined points of 
view or it may be a hunting party in 
which the participants pour their fire 
into an agreed target. The present 
symposium is a hunting party, but a 
Pickwickian one in which one man is 
stalking deer while another is banging 
away at butterflies. As might be antici- 
pated, the party scatters over the whole 
landscape, a few hunters sustain flesh 
wounds from stray shots of their col- 
leagues, and no very large game is 
brought down. The papers, first given 
at the 1956 meeting of the American 
Association for the Advancement of 
Science, are here offered with updated 
references, as an assortment of view- 
points that might interest policy-makers 
and scientists. 

The stimulus word “measurement” 
sets off entirely different chains of 
thought, depending on whether the 
writer is philosopher, operations re- 
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searcher, psychological experimenter, or 
mathematician. Moreover, the writers 
vary in ambition, from Kircher, who 
seeks only to convey that measurement 
is important in business nowadays, to 
Davidson and Marschak who provide 
twelve formal definitions, extract there- 
from four theorems on utility functions, 
and report experimental tests. As a 
result, the general reader is provided 
with a cross-sectional sample of what 
people concerned with the metatheory 
of measurement are up to. 

There are papers on whether opera- 
tional definitions are necessary (Pap, 
Caws), on whether the - uncertainty 
principle implies limits on what can be 
measured (McKnight, Margenau), on 
axioms required in building models for 
measurement (Menger, Suppes), and 
so on. Of widest interest among econ- 
omists will be Churchman’s argument 
for decision theoretic analyses of sci- 
entific problems, and the four papers on 
measurement of utility. Coombs, and 
Davidson and Marschak represent cur- 
rent psychological experimentation on 
choice, as employed in refinement of 
utility models. Stevens, in an especially 
well-written paper, summarizes his 
thinking on types of scales, on their 
implications for statistical analysis, and 
on the replacement of Fechnerian func- 
tions by his “power law” for s6-called 
prothetic continua. Importantly, he 
argues that utility is very likely pro- 
thetic and that the Fechner-Thurstone 
assumptions, the conventional logarith- 
mic utility function, and the experi- 
ments on gambling and choice are 
ill-conceived. Luce’s paper here is a 
small fragment of the thinking leading 
to his monumental Individual Choice 


Behavior (New York: Wiley, 1959) ,J) 
a source which places Stevens, Davidson} 
and Marschak, and Fechner in a bal-- 
anced perspective. | 

The symposium could have been 
vastly improved had writing been di-: 
rected toward some one audience. As} 
matters stand, the nonexpert'}} 
reader is sure to be lost amid the talk. 
of eigenspaces from the mathematician, 
synthetic statements from the philoso- 
pher, and discriminal processes from the 


now 


psychologist. A controversial viewpoint 
is presented (sometimes by two papers), 
with no provision for hearing the other 
side of the argument. The editors add 
no words to help the reader appreciate 
the diverse and usually technical papers, | 
and they arrange the papers in a se-_ 
quence which obscures connections. | 
Had they been published in 1956, 
these reports on unfinished business _ 
would have been a useful companion to — 
such other symposia as the Decision — 
Processes of Thrall, Coombs, and Davis 
and the Minnesota Studies in Philoso- 
phy of Science. In the 1960’s, we can 
expect symposia to be supplanted by 
integrative treatments in which a single | 
author selects a unified aspect of this _ 
overbroad field and presents it lucidly. 


LEE J. CRonBAcH 
University of Illinois 


The Executive Overseas. By John 
Fayerweather. (Syracuse: Syracuse 
University Press, 1959. Pp. xi, 195. 
$4.00) 

The subtitle of the book is “Admin- 
istrative Attitudes and Relationships in 
a Foreign Culture,” an informative de- 
scription of its content. It is a report 


hy 
Bi 
i 
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on a research study (observation, inter- 
views, analysis, generalizations, and 
recommendations) dealing with the 
special problems of United States 
executives representing American com- 
panies in Mexico. However, in prepar- 
ing the report the author has broadened 
the scope of the study by drawing on 
his extensive experience abroad, par- 
| ticularly in Western Europe, and by 
using the reports of other observers 
throughout the world. 
_ The major thesis is that foreign cul- 
| tures differ in material respects from 
the culture of the United States. There- 
fore it is a common experience for the 
_foreign-based executive of an American 
company to find that the values which 
he has learned to use in the United 
States as standards for judgment and 
the methods which have brought suc- 
cess to him in his business career at 
home may be sources of conflict and 
organizational failure in foreign admin- 
istration. The author recommends that 
the United States executive abroad try 
to understand the cultural sources of 
such conflict (which he describes in 
considerable detail) and go slowly in 
attempting to alter deep-seated per- 
sonality characteristics of foreign-born 
personnel. 

As the trend toward the increased 
involvement of Americans abroad has 
developed, the literature has swelled. 
Among other books this trend produced 
The Ugly American, a widely known 
best seller, in which the egocentricity of 
many of our representatives in foreign 
lands was made uncomfortably clear. 
It also produced the present, more 
scholarly work, in which the behavioral 
sciences are ably applied to the prob- 


lems of United States companies 
abroad. The all-too-common lack of 
insight into the differing points of view 
of foreign peoples is described and 
analyzed in terms of cultural roots, with 
occasional bows to the American execu- 
tive abroad who, through intuition, 
logic, or training, is able to operate with 
due caution in dealing with unfamiliar 
images conditioning behavior. 

The variety of cultural differences 
described is a fascinating aspect of The 
Executive Overseas. These differences 
range from the presumably minor prob- 
lem of the unwillingness of the privi- 
leged classes to do manual (low status) 
work — the author indicates that there 
is some evidence of change —to the 
relative lack of interest in “efficiency” 
and productivity which are subordi- 
nated to the importance of maintaining 
established relationships. 

. situations arise in which the demands 
of maintenance of personal relationships 
conflict with specific obligations of man- 
agement efficiency as conceived by United 
States executives. ... The structure of 
Mexican industry may be such that the 
company is wiser to stick with a supplier 
who does not give perfect service, but with 
whom they have... a tie which assures 
at least minimum performance. (p. 77) 

The author makes an_ interesting 
comparison of the authoritarianism of 
foreign managers and the submissive- 
ness of the managed to “the group- 
oriented attitudes [which] are part of 
the dominant ideology of the current 
culture of the group from which a large 
proportion of United States executives 
are drawn” (p. 17). 

The last three chapters are concerned 
with the possibilities for change and an 
examination of company policies which 


might prove to be appropriate in 
foreign situations. The author does not 
fall into the egocentric trap which he 
is describing by assuming that the job 
involves reorienting others to our ways 
of administration. 

. we see an individual for whom the 
accepted pattern of life is the fullest pos- 
sible expression of personal inclinations, but 
with necessary attention to preserving the 
structure of alliances which sustain his 
position. The requirements of disciplined 
management action stand apart from this 
pattern. Increasingly they must be ac- 
cepted as prerequisites for material ad- 
vancement in life, and they appear to be 
finding more and more actual acceptance 
in the personal attitudes of [foreign] execu- 
tives. On balance, however, the pressures 
of the culture are set against them... . 
Currently, however, the demands of indus- 
trial expansion are severely testing these 
cultures. . . . Recognizing the shortcom- 
ings of our own society in providing full 
satisfactions for our people, we may wish 
the peoples of other lands well in their 
quest for a new cultural formula. (p. 79) 

To the student of the behavioral sci- 
ences who is interested in their appli- 
cation to on-going organizations, this 
study offers interesting applications to 
the burgeoning problem of foreign ad- 
ministration. To the business executive 
who is struggling with unfamiliar ad- 
ministrative problems overseas, The 
Executive Overseas might well prove to 
be an eye-opener and a guide to re- 
orientation of personnel policies in 
foreign operations. 


STEWART Y. McMuLLEN 
University of Illinois 


Modern Organization Theory: A Sym- 
posium of the Foundation for Re- 
search on Human Behavior. Edited 
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‘of organizations, and motivation and 


by Mason Haire. (New York: John 
Wiley, 1959. Pp. x, 324. $7.75) 
This set of ten papers gives a lively 
overview of the multiplying theories 
organizations. Except for an inadequate 


representation of the newer experi- 
mental work in the simulation of or 
ganizations, the volume presents full 
coverage of contemporary work, from 
such focused approaches as that of th 
psychologist Rensis Likert, with his em- 
phasis on motivations in groups, to such: 
broad and global conceptualizations as: 
that of economist Wight Bakke. Many 
in industry and government talk about! 
the emerging work in organizations;: 
this book provides a survey of the field 
which will be of great value in courses’ 
partially concerned with such phenom-: 
ena as organizational goals, authority: 
structures, social equilibria, the ecology 


personality in organizations. | 

Many economists will find this book; 
useful as they attempt to anchor their 
interests in decision theory and in the! 
microeconomics of the firm more ade-- 
quately in the social sciences. They will 
find rewards in their study of the con-; 
trast between the formality of econo-: 
mist Jacob Marschak’s work on “Effi-. 
cient and Viable Organizations Forms” 
(Chapter 11) and the richness of the) 
work of economist Richard Cyert and 
organizational theorist James March on 
“A Behavioral Theory of Organiza- 
tional Objectives” (Chapter 3). Be-. 
cause of the amateurism which pervades 
economics in the use of psychological 
and sociological concepts, some econo- 
mists will profit much from the analytic 
summaries presented by organizational 
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behaviorist. Chris Argyris and anthro-. 
|} pologist William Foote Whyte (not to 


be confused with the journalist-popu- 


} larizer, William “Holly”? Whyte) of 


work on the relations of personality, at- 
titudes, and motivation to organiza- 


| tional structure. 


By and large the pieces are summa- 
ries of past work. Except for the con- 


| tributions of sociologist Robert Dubin 
} on “Stability of Human Organizations” 


and of industrial psychologist Mason 


Haire on “Biological Models and Em- 
| pirical Histories of the Growth of Or- 
} ganizations, 


bb) 


there is little new in this 
volume for those who have been follow- 


ing developments within organizational 


behavior. But perhaps it is therein 
that the book makes its contributions. 
Instead of attempting an impossible 


| task in endeavoring to make a synthesis 


of the field as March, Simon, and 


| Guetzkow did in their Organizations, 


Haire reasonably placed the ten dis- 
parate pieces in juxtaposition, writing a 


short over-all introduction, which pro- 
vides perspective for those new to the 


field. 


As one studies these essays, one is 


| struck with the partiality of each schol- 
-ar’s work. When one notes the bibliog- 
| raphy at the end of each study, one is 


further impressed with the author’s pro- 
vinciality; he seems to use only the 
work of colleagues from his own center 
or his own perspective. Perhaps the 
Foundation for Research on Human 
Behavior will accept the ensuing chal- 
lenge: to provide opportunities so that 


its conferees might have time to read 


each other’s work. The foundation has 
encouraged these men to write; now it 
needs to allow these men to consolidate 
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and integrate, so that the future devel- 
opment of organizational theory may be 
less splintered and fragmentary. 

This book is an important one, even 
though rapid developments in organi- 
zational behavior will make it out-dated 
within the decade. The very compila- 
tion of these essays will quicken the 
pace at which the field grows by at- 
tracting many from a variety of disci- 
plines into the study of organizational 
behavior. 

HaroLtp GUETZKOW 


Northwestern University 


Railroad Transportation and Public 
Policy. By James C. Nelson (Wash- 
ington: Brookings Institution, 1959. 
Pp. xiii, 512. $7.50) 

In 1955, the “Cabinet Committee” 
or “Weeks Committee” report on the 
railroad problem directed attention to 
what came to be called “the deteriorat- 
ing railroad situation” and advanced a 
program to deal with it. Congress even- 
tually responded by enacting the Trans- 
portation Act of 1958, which contained 
very much milder measures than the 
Cabinet Committee had recommended. 
The Cabinet Committee report was a 
brief document and did not contain 
much factual material or reasoned anal- 
ysis to support its sweeping assertions 
and specific recommendations. The 
Brookings Institution volume under re- 
view, prepared by James C. Nelson, 
represents substantially the same philos- 
ophy as the Cabinet Committee report, 
although it is less specific in its legisla- 
tive recommendations. The Brookings 
volume, furthermore, assembles a vast 
amount of factual material that relates 


to the railroad problem. Whether or 
not one is willing to accept all the con- 
clusions and recommendations, he will 
find the compilation of facts and the 
interpretation thereof to be of great 
value. Especially noteworthy are the 
chapters on railroad earnings, the pas- 
senger deficit, and pricing policies. 

It is almost inevitable that a study 
which concentrates attention on the 
railroads and their difficulties, yet pur- 
ports to formulate a sound transporta- 
tion policy, should be slightly suspect 
The cri- 
terion of sound public policy cannot be 
solely the improvement of the lot of the 
railroads, important as that is. Not 
everything that is good for the railroads 
is good for the country; there are other 
interests which must be considered. As 
one reads the volume, however, it soon 
becomes apparent that however strongly 
oriented it may be toward the salvation 
of the railroads it fails to recommend 
certain policies commonly advocated to 
help the railroads but which Dr. Nelson 
doubtless feels would be unsound or not 
in the public interest. Dr. Nelson com- 
mendably sticks to his principles on 
these points, but he seems to avoid dis- 
cussion of such measures as much as 
possible. To be more specific, Dr. Nel- 
son does not recommend or even dis- 
cuss restriction of entry in the motor 
and water carrier industries as a means 
of protecting railroads from diversion of 
traffic, a practice which is common in 
many countries and is carried to ex- 
treme lengths in some. Neither does 
Dr. Nelson advocate railroad control of 
competing modes of transport; in fact, 
in one brief sentence he indicates dis- 
approval of such a policy. Neither does 


because of its narrow focus. 
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he recommend that unregulated seg-4}) 
ments of the motor and water carrier} 
industries be brought under regulation} 
to protect the railroads even from un-4) 
sound and uneconomic practices of such} 
carriers. To recommend these various9j) 
measures would do violence to Dr.}j 
Nelson’s philosophy and to the main} 
thesis of his book, which is greaterif 
reliance on competition in the trans- 
port industry. On the use of “agreed 
charges” as 
weapon the author is noncommittal, |} 
but he acknowledges that agreements} 
of this sort might run afoul of the anti | 
trust laws. Although favoring adequate }} 
user charges for the use of publicly pro-! 
vided transport facilities — highways, | 
waterways, and airports —] 
Nelson recognizes that even marked in-| 
creases in highway user charges would} 
not greatly affect the distribution of’ 
traffic among the different modes of | 
transport since these charges, even if] 
increased, would be but a small pro-: 
portion of the operating costs of motor | 
carriers. 

Nelson places great emphasis on the: 
need for a revision of railroad pricing} 
policies. He shows that the traditional | 
railway policy of charging high rates on. 
high-grade traffic, on the assumption 
that the traffic can stand it, has to give) 
way in the face of new competitive | 
conditions that exist in the industry, | 
especially the ability of the individual | 
shipper to perform his own transport. 
services in his own highway vehicles. 
In fact, this process of breaking down 
the traditional rate structure has been. 
going on for a long time, as Dr. Nelson 
must realize. It has been retarded, 
however, in the estimation of the re- 


a railroad competitivey} 


airways, 


DE ies 


viewer, first by the decision of the 

“motor-carrier industry to copy the rail- 

road system of charging, and secondly, 
by interference from the Interstate 

~ Commerce Commission on some occa- 
sions when rate reductions were pro- 
posed on specific commodities which 

_had traditionally contributed substan- 

_ tially to overhead costs. 

_ The Interstate Commerce Commis- 
sion comes in for criticism in this vol- 
ume for interfering both with efforts of 
the railroads to raise rates and with 
efforts to reduce rates to meet the com- 
petition of other modes of transport. 
As in the Cabinet. Committee report, 
there is a tendency, in the opinion of 
the reviewer, to overemphasize restric- 
tions on lowering rates to meet compe- 
tition and to ignore the wide latitude 
which carriers have had within which 
to make competitive adjustments in 
rates. The study points out that the 
minimum-rate power has been used to 

prevent low-cost carriers from exploit- 
ing their inherent advantage of low 
cost, thus protecting high-cost carriers. 
To the extent that this has been done, 
the policy of the commission may be 
justly criticized. The amendment of 
Section 15a of the Interstate Commerce 
Act by the Transportation Act of 1958 
was intended to prevent a recurrence of 
instances of this sort, but Dr. Nelson 
thinks that this may not be enough. 

In the reviewer’s judgment, the pro- 
posal to restrict the minimum-rate 
power substantially to instances in 
which rates are below out-of-pocket 
costs is open to serious question. Where 
two carriers of the same or different 
modes have substantially the same unit 
costs on a fully allocated cost basis, 
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shall rate cutting to an out-of-pocket- 
cost level be allowed, thus permitting 
all rates which are competitive to fall 
to an out-of-pocket-cost basis? The 
commission could not prevent this if it 
is allowed to interfere only when rates 
fall below out-of-pocket costs. Or con- 
sider the very common situation in 
which a high-cost carrier has been per- 
mitted to meet the rates of a low-cost 
carrier provided its own out-of-pocket 
costs are covered. Should the low-cost 
carrier then be permitted to counter 
with out-of-pocket-cost rates in an ef- 
fort to recover traffic, again a policy 
which would end with all competitive 
rates on an out-of-pocket-cost basis? In 
the reviewer’s opinion the study carries 
reliance upon competitive forces too far 
at this point. 
D. Puiuip Lockiin 


University of Illinois 


A Moral Philosophy for Management. 
By Benjamin M. Selekman. (New 
York: McGraw-Hill, 1959. Pp. xu, 
219. $6.00) 


The rapidly growing literature in the 
area of business morality has been sig- 
nificantly enhanced by this little volume 
by Benjamin M. Selekman, a mature 
scholar who writes from a background 
of sustained personal interest and intel- 
lectual activity in this field. 

American businessmen, according to 
Selekman, are engaged in a commend- 
able search for a moral philosophy to 
replace the largely discredited “benef- 
icent self-interest” doctrine, under 
which socially approved behavior con- 
sisted largely in following one’s acquisi- 
tive bent (Part I). However, if busi- 
in their moral 


nessmen are sincere 
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posture, they will have to rid themselves 
of tendencies toward attitudes of self- 
righteousness (Part II) and cynicism 
(Part III), especially evident in their 
behavior toward labor and government. 
These attitudes are incompatible with 
our Judaeo-Christian and democratic 
credo, which stresses the dignity: and 
equality of man. But management must 
also avoid the other extreme: a temp- 
tation to assume a moral role impossible 
of fulfillment not only because of defi- 
ciencies in our knowledge in the tech- 
nical and human spheres and the ever- 
present temptations to abuse power, but 
also because the imperatives of business 
— the pressures of competition and the 
drive to cut costs — usually act to pre- 
vent businessmen from actually doing 
what they feel they ought to do (Part 
TV i. : 

Selekman takes the position that, in 
an economy such as ours— which is 
best understood in terms of Commons’ 
approach to economics (Part V) — the 
only dependable basis for management 
morality is constitutionalism (Part VI). 
Since its actual operation involves nego- 
tiation between equals, constitutional- 
ism would require a sharing of power 
by business. This institutional arrange- 
ment would provide a framework 
through which distributive justice and 
equitable the ‘various 
groups participating in economic life 
could very largely be achieved, in Selek- 
man’s view. 

The scope of the moral philosophy 
developed in Part VI, it should be ob- 
served, is considerably narrower than 
the scope of management’s activities. 
In the first place, the term “manage- 
ment” is used to refer only to “business 


treatment of 
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management.” Secondly, reflecting Se- 
lekman’s own background, his concern 


in this work is mainly labor-manage- 
ment relations, with occasional refer- 


ences to government-business relations. 
Even within the labor-management 
area, “labor” usually seems to refer to 
“organized production workers,” al- 
though at one point some attention is 
paid to other working groups. Respon- 
sibilities of business management with 
respect to competitors, suppliers, and 
customers, however, are not touched 
upon at all. Thus, the reader interested 


in a full-orbed moral philosophy for 


management must look elsewhere. 
“Justice through constitutionalism,” 


as a philosophical basis for management | 


policy, will undoubtedly meet with 
skeptical, even hostile, response. 


rights of management” persuasion, of 


course, Selekman’s share-the-power ap-_ 


proach will be completely unacceptable. 
Even the less doctrinaire may find it too 
automatic — too reminiscent of “justice 
through the free market.” Of course, if 
we define as “just” that state of affairs 


which. results from the operations of | 


the free market, constitutionalism, or 


To: 


businessmen and others of the “sacred 


any other set of institutional arrange- 


ments, without appeal to any higher 
sanction, there obviously can be no ar- 
gument. But even Selekman_ himself 
seems uneasy with this solution, as evi- 
denced by a single statement on the 
last page of the book, in which he de- 
clares that the moral obligation of 
management goes beyond constitution- 
alism! 

This matter of “going beyond” is 
only one aspect of a larger problem — 
management’s moral responsibilities 


BOOKS REVIEWED 


' within the sort of negotiatory frame- 
work proposed by Selekman, which he 
“might with profit have developed fur- 
ther. There is the question, for example, 
of the extent to which management 
“should” resist demands of workers, 
“nonunion as well as union, in view of 
its responsibilities to other economic 
groups. Selekman’s only advice seems 
to be to let relative power, channeled 
through a constitutional framework, de- 
termine the outcome — a “might makes 
right” approach to economic justice. 

One may venture to predict that this 
book will not have a colossal impact 

upon the practice of business manage- 
ment. Not only is Selekman’s approach 
to business morality likely to be at least 
partially unacceptable to many but his 

compulsion to defend at some length 
trade unions and their position on many 

_ issues, e.g., inflation, corruption in the 
labor movement, salaries, 
management prerogatives — even when 
these topics in some cases are only re- 
motely related to his main arguments — 
will tend to antagonize the manage- 
ment-oriented reader, regardless of the 
validity of his major points. 

Perhaps the main contribution of the 
book, apart from its clear presentation 
of a particular viewpoint concerning 

business management’s moral responsi- 
bilities, is as an antidote to some of the 
more naive pronouncements in this 
whole area. Selekman has pointed up 
_ effectively certain factors that frustrate 
businessmen in their attempts to prac- 
tice morality and also some of the 
contradictions between practice and 
preachments. There is real merit for 
students, teachers, and practitioners of 
business management in coming to 


executive 


grips with issues such as business ethics, 
which are all too often treated in a 
superficial, offhand fashion. The pres- 
ent work, though not in intent or in 
fact a definitive study, is worthy of 
serious attention by virtue both of its 
subject matter and of its author. 


THomas E. Van Daum 
Hope College 


Common Stocks and Business Cycles. 
By Edgar L. Smith (New York: 
William-Frederick Press, 1959. Pp. 
226. $10.00) 


The author agrees, in his new book, 
with Santayana’s statement that “He 
who cannot remember the past is con- 
demned to repeat it.” Mr. Smith has 
not forgotten the past, and as a long- 
time student of the basic causes and 
patterns of cyclical behavior in eco- 
nomic series, he has been able to crystal- 
lize his thoughts and observations into a 
definite conception of the forces which 
underlie the business cycle. Mr. Smith, 
a leading economist and investment 
analyst, is the author of such notable 
works in the field of investment and 
security analysis as Tides in the Affairs 
of Men, “Speculation and Investment,” 
and Bankers Gold.* His numerous ar- 
ticles and monographs have been pub- 
lished in leading academic and profes- 
sional organs and he is a speaker of * 
wide renown. 

In Part I the author uses a review of 
the past as a foundation for his present 
point of view. He refers often to the 


* Tides in the Affairs of Men (New York: 
Macmillan, 1939) ; “Speculation and Invest- 
ment,” Atlantic Monthly, October, 1925; 
Bankers Gold (New York: Simon and 
Schuster, 1933). 
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impact of his earlier book, Common 
Stocks as Long-Term Investment,’ in 
the development during the 1920’s of 
the “common stock theory” of invest- 
ment and notes unhappily that one ad- 
monition was widely overlooked in the 
haste of its readers to find comfort in 
the frenzied speculations of the day. 
That timely admonition concerned the 
necessity for sound professional invest- 
ment management as the sine qua non 
of successful common stock investment. 
The advice has not lost its timeliness in 
the ensuing 35 years. 

Mr. Smith’s account of the 1929 
crash is in part a simple retelling of an 
oft-told tale. However, there is nothing 
unduly repetitive in his summary of the 
essence of sound portfolio management. 
He cites three commanding factors in 
the boom-and-crash psychology of the 
late 1920’s: the rate of interest, the 
supply of credit, and mood. The last 
is of much greater importance than the 
others. In support of his present point 
of view, the author devotes a chapter 
to a classic example of man’s psyche 
which was able, much as in 1929, to 
engulf both investors and the public at 
large —the evolution of John Law’s 
Mississippi Bubble in the eighteenth 
century. 

In Part II, the author cites the need 
for a broader approach to the study of 
business cycles. The works and thoughts 
of such notables as Wesley C. Mitchell, 
Frederick A. Stokes, and Leonard P. 
Ayres are used to point up the diversity 
and confounding nature of the forces 
which initiate cyclical swings. With ci- 
tations from such writers as Dewey and 


*New York: Macmillan, 1924. 
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Dakin, Garcia-Mata and Shaffner, and 
Pigou, he focuses attention upon his- 
toric interest in the public’s capacity to” 
react to external stimuli. 


Armed with > 


these converging factors in the develop- yj 


ment of business cycle theory, Mr. 
Smith is ready to proceed with an ex- 
ploration of the notion that changes in 
the relative acid-alkali content of the 
blood may cause the public to be de- 
pressed (when the curve is low) or op- 
timistic and energetic (when the curve 
is high). 

His studies and observations have led 
Mr. Smith to suggest that economists) 


must accept the challenge of this and > 


other similar evidence which he cites in 
some detail. 
amine the significance and measure- 
ment of these unknown forces and their 
applicability in economic calculations. 
Among the forces that support the idea 
that the total environmental change is 
world-wide is, of course, the weather. 
Therefore, rainfall at Bern, Switzer- 
land, and at various points on the 
earth’s surface is discussed by the author 
as an approximate index of total change 
in environmental conditions. Sunspot 
classification is suggested as having 
some (not necessarily a commanding) 
influence on environment, outlook, peo- 
ple’s attitudes, and prices of shares of 
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change. Finally, it is pointed out that 
a combined weather index is superior to 
its components as an indicator of prob- 
able stock price change. When weather 
and stock price cyclical patterns are 
used to confirm each other, even 
stronger evidence for predictive recur- 
rence is at hand. 


In the final chapters of his book, Mr. 


They must actively ex- 


Smith relates historic changes in the 
weather to movements in stock prices. 
His studies of an 89%-year period in 
which stock prices have a tendency to 
move more often than not in the same 
direction as weather are especially in- 
teresting. In fact, the studies show a 
marked tendency for stock prices to fol- 
low the broad pattern of recurring sun- 
spot activity. The analysis offers some 
evidence to support the idea that a 
period of such length coincides with 
the fact that most of the planets are in 
similar or opposed positions as regards 
the sun’s position. Mr. Smith thus fore- 
sees a much closer union of the econ- 
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omist and the astronomer in the years 
ahead. He feels that investment man- 
agers need today, as they did in the 
1920’s, a much better method for ap- 
praising impending changes in the rise 
and fall of business with its consequent 
effects on the prices of securities. This 
calls for more information regarding the 
business cycle. The quest for more in- 
formation has led the author down un- 
expected paths and, by his own admis- 
sion, to unexpected conclusions. The 
book should be interesting to social 
scientists and physical scientists alike. 


Rosert E. Hitu 
University of Illinois 
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